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INCOME-TAX IN INDIA-1923-24. 


BY 

Gyan Chand, 

Professor, Hindu University, Benares. 

It is proposed to review briefly in this article the working of 
the Income-tax Act of 1922 during the fiscal year 1923-24. The Act 
Iras now been in operation for over three years. The Central Board 
of Revenue issued a few months ago its report on the administration 
of the tax in 1923-24. The Provincial reports were issued in the end 
of 1924. The reports for the year 1924 25 are not available yet It 
seems desirable to make two or three observations with regard to 
these reports The delay which has occurred in the publication of 
some of these reports does not seem to be unavoidable, and no good 
reasons have been given as to why they could not be issued earlier. 
It is true that the compilation of the Provincial reports is not an easy 
task, and it is necessary to check and amend the returns submitted 
by the local officers in order to ensure the accuracy of their figures 
But now that a special Department has been fully organised in most 
of the Provinces, it will, it may be hoped, be possible in the future to 
issue these reports in the month of July following the year to which 
they relate. The other preliminary-observation which can be made in 
this connection is that the most of the Provincial reports and even the 
All-India Report issued by the Central Board are not as illuminating 
as they might be. The Income-tax Reports and Returns are 
considered in other countries important public documents, which ^he 
instructed members of the general public and the advanced students 
of Economics read with great avidity. In India the statistics of 
income given in these reports cover a very limited field, and are not. 
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therefore, as useful as they are in other countries. But inspite of 
their restricted utility they are bound to grow in interest and impor¬ 
tance, and it is, therefore, highly desirable that these reports should 
be something more than merely a verbal re-hash of the statistical 
tables. The Income-tax Commissioners have faithfully followed the 
instructions of the Central Board, and given the information under 
the heads speciBed by the latter, but they have not succeeded in intro¬ 
ducing any stimulating element in their accounts of the working of 
the Departments placed under their charge. One notable exception 
to this general rule is the report on the income-tax administration in 
the Punjab and North-Western Frontier Province, which has been 
written by Mr. Darling the well-known writer on subjects of Co-oper¬ 
ation and agricultural indebtedness. His report, unlike others in its 
general outline, has had a distinctive quality imparted to it on account 
of the writer’s fuller understanding of the intimate connection of his 
work with the essential factors of the economic life in general. The 
other reports have, however, been ground out of the official mill, and 
are not, on that account, very helpful. The report of the Central 
Board is particularly disappointing in this respect. Instead of being a 
careful and comprehensive review of the working of the Department 
as a whole, it merely summarises the information given in the Provin¬ 
cial reports, and practically says nothing about the activities of the 
Ikiard itself in the administration of the income-tax. It is hoped that 
it is merely an inadvertent omission, and does not signify that it does 
not count for much in operations of the new Department A Central 
Board which is not closely connected with the administration of the 
Act of 1922 will not fulfil the function for which it was constituted 
It may in passing be also suggested that it will be worth while to 
reduce the cost of these reports to the public Now that the adminis¬ 
tration of the tax is being carried on through a Central agency, it is 
not necessary to issue a separate report for each Province. The Provin¬ 
cial returns are already incorporated in the report of the Central 
Board, and if the latter makes its report an all-inclusive survey 
of the whole administration, and notes are added on the special fea- 
tui«es on the work of the Department in different Provinces it would 
be quite easy to dispense with the Provincial report altogether. It 
should be possible to get the enlarged report of the Central Board 
for Rs. i or 1/4, the present one being priced at 14 annas. As 
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it is, it costs Rs lo/n to get all the reports for the year 1923-24, an 
amount "which few would be able to afford for the kind of material 
that they get in return 

According to Section 3 of the Act the assessable income is 
computed with reference to the previous year, which in this case was 
1922 23. The year, inspite of the good monsoon, and good harvests 
was a bad year from the point of view of income-tax returns. 
Trade and industry, on the prosperity of which the yield of income-tax 
depends, had to pass through a period of very deep depression. In 
Bengal the tea and jute industries did well, but the piece-goods trade 
did not recover from the set back of the previous year. The mining 
industry was hard hit, and other industrial concerns were also in a 
bad way. For Bombay the situation was extremely unsatisfactory. 
The Cotton Mill Industry, after a period of phenomenal prosperity for 
a niimber of years, was overtaken by the inevitable re-action, from 
the evil effects of which it is still suffering. Business in hardware, 
piece-goods, 3^rn, stationary, hides and skins, grains, etc , was also 
very dull, and the only feature to relieve what otherwise would have 
been an atmosphere of unmitigated gloom was the fairly prosperous 
condition of the trade in raw cotton. The conditions in Madras 
compared well with those of Bombay. Exporters of certain goods <md 
Planters did exceptionally well, but there was no revival in trade in 
general, and the economic outlook as a whole was far from cheering. 
The agricultural Provinces—the United Provinces, the Punjab, Bihar 
and Orissa—as well did not escape from the effects of prevailing 
depression, and their economic condition is duly reflected in their 
income-tax returns. f'or them it was a period of falling prices, and 
consequently painful re-adjustment. In Bihar and Orissa the trade 
in coal and mica was also very slack, and accentuated the depressing 
effects of the other factors. Burma, the Central Provinces, and Assam 
were not very badly off, but even there the condition cannot be efis- 
cribed as normal and satisfactory. Burma had a high balance of trade 
in its favour, which indicates great activity in the export trade of the 
Province. The income of industries engaged in mining including 
petroleum, steam navigation, railways and general trading improved. 
The Central Province and Berar fared well on account of the high 
price of cotton, though the good effect of this was partially neu¬ 
tralised by certain other conditions. Assam had a year of real 
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prosperity on account of the favourable prices commanded by tea 
in the world's markets In the country as a whole there was a scarcity 
of loanable funds, and the fact intensified the acuteness of slump in 
trade and industry, and was responsible for the bankruptcy of a 
number of business firms in different parts of the country. The period 
which was the basis of the income tax assessment in 1923-24 can best 
be characterised as a period of liquidation, during which trade and 
industry were seeking to find a new level for themselves. 

Inspite of the unsatisfactory economic conditions the financial 
results of the income-tax did not compare very unfavourably with those 
of the previous year. The net demand during the year was 20*41 
crores compared with 22*23 crores in 1922-23, but the net collections 
were 18*44 crores compared with 1815 crores in 1922-23. This was 
partly due to the collection of the arrears which were reduced from 3*43 
crores to 1*96 crores. But the more substantial cause of this fact was the 
discovery of the new assessees. Almost every Commissioner has been 
at pains to point out that this was due to the increasing efficiency of 
the Department, and not the use or arbitrary or inquisitorial methods of 
assessment. The public is generally disinclined to accept these state¬ 
ments at their face value, and cases are often cited of persons 
who have been assessed to the tax or whose assessements have been 
increase! on account of the e.xcessive zeal of the Income-tax Officers. 
It is very difficult to arbitrate between the assessees and the Depart¬ 
ment on an issue of this kind, and the only way of smoothing out the 
difficulty is to evolve an agency of assessment, which may be depend¬ 
ed upon for being equally solicitous for the interests of the tax-payer 
and the Public Exchequer. That is, however, not practical politics for 
the time being, and the disputed issue is bound to cause a certain 
amount of soreness. The decrease in demand was greatest in Bombay, 
and amounted to about 1*31 crores. The other Provinces, which record 
appreciable decrease are the United Provinces, Punjab, and Bihar. It 
is absolutely necessary for us to rely to an increasing extent on the 
income tax for the development of public revenues, and the fact that 
the Department has been able to achieve these results, inspite of the 
adverse conditions, shows that the limit of the elasticity of this 
impost has not yet been reached In the future, even if there is no 
increase in the rates, an improvement in the yield of the tax can very 
well be looked for. 
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The income-tax figures possess, besides their fiscal significance, 
the merit of giving interesting information about the economic 
c(Midjtion of the people. From this standpoint the Returns No. IV 
which give information regarding the different grades of income-tax 
cdlected are interesting. These figures are not of much use for 
computing the national income or getting an idea of its distribution 
on account of the exemption of the agricultural incomes from the 
income-tax and the exemption limits having been fi.xed at Rs. 2,000. 
But they do give us some idea of the relative importance of the 
different classes in our economic life and for that reason deserve to 
be analysed. It is not possible to examine them in detail here, and 
get a rough idea of the extent to which the income is unevenly distri¬ 
buted in India. But even a cursory view of these figures is enough to 
show that the view sometimes held that in India the problems of distri¬ 
bution arc much less important than those relating to production needs 
to be qualified to a certain extent. The total number of assesses was 
2,83,933, and the total incomes to which they are assessed was about 
i 6S'42 crores. Out of these 2,963 persons paid the tax amounting 
to I'4s crores on 15'6 crores, while 69,711 paid only’33 crores on 
14’11 crores. and 33,450 persons paid 26 crores on 9 96 crores The 
number of individuals who paid super-tax, i.c., whose income was 
above Rs. 50,000 was 1,546, out of which three individuals paid 
more than half the total amount of 2 18 crores. It would be possible 
by a fuller analysis to get more out of these figures for the purpose 
of sociological study. The figures given in the olher returns throw 
interesting sidelight on some other aspect of economic life. Out of 
the total yield of 1316 crores of income-tax the amount levied on 
incomes derived from business came to 8 crores or more than 60 per 
cent. A few years ago things were different in this respect. The 
income from salaries were the most important source of the income- 
tax revenue, and that was due to the fact that the business incomes 
evaded taxation. With the increasing efficiency of the income-tax 
adminstration the importance of business incomes is sure to become 
greater still and the problems of administration will also call for 
more careful handling on that account. It would be interesting to 
classify business incomes in greater detail to get a clearer conception 
of the economic structure of the nation. Mr. Darlirtg in his report 
has given a fuller classification of the demand, and has shown the 
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predominance of the banker and the money lender in the trade of the 
Punjab. In that Province out of every four assessees at least one is a 
money-lender. All the industries taken together contribute half the 
amount paid by the money lenders towards the total yield of the tax. 
It is not possible to draw similar conclusions with regard to the other 
Provinces. Return VI, in which the receipts from super-tax 
are classified, is useful for this purpose. But it gives a very frag- 
mantry idea, and it is not possible to come to a definite conclusion on 
the basi« of these statements. The Economic Enquiry Committee 
has emphasized the need of giving greater details of the sources of 
incomes in the income-tax returns. The Incom-tax officer can without 
much greater labour set forth the material in such a form as to present 
a more detailed view of the working of economic life than it is 
possible to acquire otherwise under the present circumstances. There 
is no reason why this opportunity should not be utilised It will 
of course, make it necessary for the officers concerned to bring to 
bear a fresh outlook on the performance of their duties, but a new 
Department consisting of men who are learning their work by actual 
experience, should not find it difficult to developc the tradition of an 
intelligent understanding of the factors with which they have to deal. 
The reports under review, however do not show that any conscious 
effort is being made to developc and establish a tradition of this kind. 

It is not possible to expect that the assessees will do much to 
make the task of the Income-tax Officers easier for them unless they 
know that it is alsA in their interest to do so. Under the Act every 
assessee has to file a return of his income. The number of those 
who actually did so in 1923-24 varies from Province to Province. In 
Bombay for example out of 66,857 assessees 55,702 or about 80 per 
cent, submitted their returns In the Punjab out of 35,358 returns 
which were due 20,388 or nearly 60 per cent, were received in time, 
while in Madras the proportion of the assessees who submitted their 
return was 40 per cent, of the total number of assessees—the actual 
number being 14, 176 out of the total 37,133. It is significant, though 
a little surprising that in the great commercial centres like Bombay and 
Amritsar the proportion is lower than the average of the Provinces. 
But what is perhaps of greater interest is that the proportion of the 
returns accepted as correct compared to those submitted is small and 
most of returns which are rejected relate to business incomes. 
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This is partly due to the assessees not keeping any accounts or not 
knowing how to fill in the returns. But in not a small number of 
cases the failure to submit returns or submission of one which cannot 
be relied upon for the purpose of assessment is due to the desire 
to gamble on the results of the assessment or understatement of the 
income. The Act provides for a number of ways in which the 
assessce can appeal against the decision of the assessing officer. It 
is necessary to provide these facilities in order to redress legitimate 
grievances, but there is in certain cases a tendency to make use of 
these safeguards for purpose for which they are not meant. The 
accounts are being called for quite frequently inspite of the professed 
policy of the Income-tax Department to avoid calling them as far as 
possible, and though the disinclination to produce them is supposed 
to be decreasing, still the accounts are not produced by the 
assessees in numerous cases. The non-submission of the returns 
and accounts makes it necessary for the officers to base their 
assessment on guess-work, and therefore introduces an element 
of arbitrariness in their work. This state of things though unsatis¬ 
factory is almost inevitable under any circumstances, more so under 
the present conditions on account of the comparative novelty of the 
whole procedure connected with the administration of the income-tax 
and low standard of public duty prevailing in our country. The im¬ 
provement in this respect will be slow, and will, to a certain extent, de¬ 
pend upon the amount of confidence which the Income-tax Department 
can inspire in its efficiency and sense of fairmindedness. For some¬ 
time to come a more hopeful method of reducing the importance of 
guess-work in the matter of assessment is the use of devices like the 
use of standard rate of profits in different trades based on data 
collected by the Income-tax officers themselves, and reliance on infor¬ 
mation obtained in an indirect manner from the lists of Exports and 
Imports etc. The work of assessment is the most crucial part of the 
income-tax administration, its efficiency and success can be measured 
by the extent to which all incomes liable to be taxed are correctly 
ascertained without causing undue hardships to the general public. 
In India the room for iniprovement in this diiection is likely to be 
very large for many years to come. 

The devices adopted for circumventing the vigilance of Income- 
tax Officers are numerous and show in some cases the possibilities of 
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human ingenuity when coercive payments have to be made for meeting 
the needs of the body politic. The more common methods of evading 
the liability to the tax are the maintenance of double and triple sets 
of accounts, reducing the nominal profits of the firm by crediting the 
amounts to bogus and undivided concern, non-inclusion of income from 
branches or subsidiary sources, writing off a considerable sum as bad 
debts, fictitious increase of trade expenses, under-estimating of stocks 
and double entry of payments. The evasion of the tax by the use of 
dishonest or fraudulent devices is exceedingly difficult to prevent 
everywhere, but as the officers of the Department get experience 
of the working of the new Act for a number of years, they should be 
able to acquire the habit of detecting such cases with greater case. It 
is premature to introduce a standarized form of accounts which every 
assessee should have to maintain tor income-tax purposes, but even 
tually some such measure will have to be taken obviate the necessity 
of the income-tax officer and the tax-payers excelling each other in the 
use of methods designed for playing the game of hide and seek 
with consummate skill. 

The Income-tax Department is equipped with sufficient powers 
to deal with the offenders against the law adequately, and though it 
does not use its last resource the attachment of property, we are told 
that in the year under review, the systematic levy of penalties has 
resulted in considerable improvement of collections. The fact thcit 
the penalties have had to be levied in a systematic manner testifies to 
the need of taking special steps for the education of the public in 
matters connected with the payment of the income-tax, and can also 
by captious critics used as an argument to show that Department 
is more vigorous than sympathetic in the conduct of its operations. 
The number of appeals filed and the ratio of those that were success¬ 
ful gives ns the other side of the picture. That the proportion of 
successful appeals was regrettably hrge is admitted by the Central 
Board and a hope is expressed that a,s the officers of the Department 
gain experience, the number of appeals and the proportion of success¬ 
ful ones will alike diminish But it adds with a naivete which makes 
the statement very interesting that ^the figures go to prove the 
impartiality of the appellate authorities and the confidence placed in 
them by the public (both points in regard to which there has been 
misinformed criticism)’. But it is a double-edged argument and 
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can cut both ways. It may very well be urged that the fact that so 
many appeals were successful shows how much annoyance the public 
has got to put up with on account of the crude methcxls used by the 
officers of the Department in the discharge of their duties, and that 
inspite of the absence of independent tribunal for the hearing of 
appeals, so many of them were granted by the higher authorities of 
the Department itself is damaging for the good name of the officers 
concerned. It is not suggested that this explanation for the large 
proportion of successful appeal should be accepted in preference to 
the one given by the Central Board itself. But it may be hoped that 
with the passage of time the Board will be able to point to the reduc¬ 
tion of the number of appeals and the ratio of the successful one as 
a more convincing testimony of the growing efficiency and impartiality 
of the Income-tax Department. 

I'he work of the administration of the Income-tax has now been 
taken over by the Special Department almost in all the Provinces 
except Assam where the work is still being done by the Revenue 
Staff of the provincial Government Almost all* the provincial 
Commissioners speak of the work of their Departments with great 
enthusiasm and take quite an optimistic view of the future. The 
young officers of the Department aie in most cases reported to be 
doing exceptionally well and it is confidently expected that in due 
course they will earn for it a high reputation and create an atmosphere 
of confidence and cooperation for its working This praise, if well 
deserved, is very gratifying, as it is now a commonplace of the students 
of taxation to say that the success of income-tax and other direct taxes- 
depends more on administration than the inherent soundness of the 
fiscal expedients themselves; and it the members of Income-tax Depart¬ 
ment hold out a prospect of a better future by the quality of their work 
we can feel sure that our fiscal system, which now throws a very heavy 
burden on the p(X)rer classes, will be developed with a view to increase 
the yield of the taxes and answer the urgent need of realising a higher 
ideal of social equity in their incidence. There is one^aspect of the ad 
ministration which deserves passing notice. The senior officers in 
charge of the Departments are in most c ases in the position of amateuis 
who have still to understand the principles and master the details of 
their work. The Department being in its infancy, that unfortunately 
cannot be helped. But it appears that the transfers among the Com- 
2 
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missioners and Assistant Commissioners are quite frequent, and under 
these circumstances they cannot possibly acquire thorough knowledge 
and experiences of the work which are so very essential for them. If 
the new Department is to be worked on right lines, it is desirable 
that men in its charge should be afforded the opportunity of specialis¬ 
ing in their work and developing the administrative traditions of a 
wholesome character. The frequent changes in the personnel of a new 
Department have to be avoided in the interest of the continuity of 
policy and quality of work. 

The reports, provincial and central, are silent about the wider 
issues regarding which it is necessary to obtain more knowledge. One 
reads them in vain to know something about the effect of taxation of 
undivided Hindu families as""^^individual which it was apprehended 
would lead to their disintegration, the problems of double taxation, 
efficiency or otherwise of the method of the collection at the source 
and its substitution by information at the source which it has been held 
will do equally well and avoid the need of making refunds, the assess¬ 
ment of companies for super-tax and the possibility of having a sepa¬ 
rate corporation tax better suited to the needs of Joint Stock concern 
and other matters of policy and administration. It is true that too 
much should not be expected from a Department which has not even 
been fully organised as yet, but it is necessary in the interest of 
sound and efficient organisation itself that the broader aspects of 
their work should not be entirely ignored. 

The experience gained in 1923*24 of the working of the Act 1922 
suggests the need of giving it a longer trial before introducing any 
radical changes in its essential character. Minor amendments may be 
necessary. Some have already been made and more will have to be 
made year by year. Kut the Act having been framed after careful 
thought and full deliberation should remain unaltered in its fundamental 
character for a number of years, say ten, before it is overhauled in light 
of experience and new demands of the expanding social and national 
life. 



A REVIEW OF RECENT LITERATURE ON THE 
PROBLEM OF POPULATION 

l^Y 

B. N. Kaul, 

Lecturery University College^ Rangoon, 

Although the problem of population is of great importance to 
students of applied economics and social history yet during the years 
immediately preceding the war this was a very neglected study. The 
prosperity of the second half of the 19th century had led people to 
believe that difficulties arising out of growth of population were a 
thing of the past. But the destruction of wealth and dislocation of 
economic organisation caused by the War renewed interest in this as 
in many other problems. The literature that has appeared since the 
termination of the War is of considerable value although it is neither so 
voluminous nor so important from the iK)int of view of the advance¬ 
ment of theory as on some other questions. New contributions to the 
theory have, as a rule, not been made but old issues have been 
clarified and gaps in argument filled in, so that the question can be 
viewed now in a clearer light than was possible only a few years ago. 

Among the books The Population Problem by Mr. Carr-Saunders 
has attracted most attention. In some ways his treatment of the 
question is entirely different from all others Mr Carr-Saunders has 
dealt at great length with the physiological and psychological aspects 
of the question. He starts with the consideration of the growth of 
numbers among species in a state of nature, passes on to the condi¬ 
tions under which pre-historic ancestors of man must have multiplied, 
then takes up the question in historical times and finally considers the 
increase in population since the beginning of the Industrial Revolu¬ 
tion. Looking at the question in a historical perspective, he finds 
that the general notion that the problem of population is present only 
at certain times and at certain place is due to a failure to grasp the 
power of fecundity. Whenever there has been an improvement in 
the technique of production numbers have multiplied so rapidly that 
the maximum population corresponding to the new ‘technique has 
been quickly reached. In support of his view he quotes history. 
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He finds that ever since the beginning of co-operation among men 
it has been found necessarj' to take measures to limit population. 
Considerable space is given to the study of customs of primitive 
tribes having a bearing on population with a view to establish that 
they were dictated by a desire to restrict population. Since at every 
stage of civilization there was a tendency for the population to 
overtake means of subsistence he concludes that the growing popula¬ 
tion of the last two centuries is also an episode in history. The rule 
has been a stationary population. These facts also, rather unexpec¬ 
tedly, incline him to hope for the future or at any rate to soften the 
severe prophesies of Malthusian pessimists. He believes that even 
if no improvement in methods of production takes place there is 
no danger to civilisati<jn from over-population since even primitive 
tribes when faced with a similar situation succeeded in keeping the 
population stationary and preventing disruption. This is doubtful. 
Incidently he also helps us to acquire mental balance in these matters 
and to set right the disproportionate importance which the history of 
the last two centuries occupies in our minds. 

While Mr. Carr-Saimdei s has dealt with these aspects of the 
question more or less completely his treatment of the economic aspect 
is not only inadequate but is also misleading. The idea of optimum 
number constantly occurs throughout the book This is the number 
which taking all relevant circumstances into consideration gives the 
highest average return per head. According to him, population 
naturally tends to conform to this number. Moreover, he maintains 
that an increase beyond this number if it occurs at all on account of 
general social decadence, will meet wdth serious extra resistence only 
when the average productivity of the population has come down to 
the subsistence level. These statements are not true. The effect 
of the standard of living on numbers seems to be unknown to him. 
In fact, there are three stages in .the growth of population which are 
of interest from a theoretical point of view under any given level of 
material civilization. There is the number which yields the maximum 
return per head possible and is, therefore, the most desirable; there 
is the number which can be maintained at the prevailing standard of 
living and to which population naturally tends to approximate, at any 
rate, in communities in which individuals are free agents in these 
matters; and there is the number which can be maintained at the. 
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subsistence level and beyond which population under no circumstances 
can grow. Mr. Carr* Saunders mixes up the first two ideas. It is 
only under exceptional conditions that the optimum number will be 
the same as that to which ixjpulation will naturally conform—either the 
standard of living should be so high as to be equal to the highest 
yield per head possible under that civilization or the level of material 
civilization should be so low as not to yield more on an average than 
what is necessary for subsistence or else individual freedom should 
be restricted by social institutions, designed consciously or instinc¬ 
tively to limit the population at the optimum number. As under 
primitive conditions even the most desirable number does not succeed 
in producing much more than what is necessary for subsistence, 
lx)pulation tends to get limited at the optimum number and Mr. Carr- 
Saunders was lead by this fact into the error of supposing that this 
is true under all circumstances. 

It also follows from Mr. Carr-Saunders views on optimum pf»pula- 
tien that an increase in the productive efficiency ol a people due to 
improvements in methods of production will be entirely used in im¬ 
proving the standard of living and not at all in supporting a larger 
population. This is exactly the reverse of what used to pass under 
the title of the Iron Law of Wages It was maintainetl that wages 
could not rise above the subsistence level as expanding numbers made 
it impossible for the average income per head to increase. But no 
one believes in any of these views now. Professor Pigou in answer 
to the supporters of the Iron Law writes “ There are two ways in 
which manual workers can use their increased claims over material 
things, namely an increase in population and an increase in the stand¬ 
ard of comfort.It is not possible to prophesy a priori the precise 

proportion in which increased resources will be devoted to these two 
uses. But—and this is the point—it is almost certain that the population 
use will not be allowed to absorb the whole fniits of increased com¬ 
mand over nature”. The point of Professor Pigou’s argument is 
directed against the Iron Law of Wages, but his statement amounts 
to this that improvemrat in productive efficiency will not be used 
entirely for any one of the two possible uses Mr. Carr-Saunders 
views and the Iron Law of Wages stand, therefore, logically on the 
same footing. They are the two limits of the general statement that 
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increased command over nature is used partly for the population 
' use and partly for the comfort use, the proportion of the two differing 
under different conditions. The error in each case is that the limiting 
c'ondition has been stated as the general principle. 

Mr. Carr-Saunders has also published a smaller book in which 
the outline of his argument is clearly set forth. It is of help as a 
companion volume to his larger work as it prevents one from getting 
lost in the mass of historical detail. 

However, perhaps the best of the smaller books is Population by 
Mr. Harold Wright in the Cambridge Economic Handbook Series. 
It is a very readable book. Like all other volumes of this series it 
possesses in a measure, those qualities of style for which the works 
of the General Editor of this series have become fam(')us. It is a 
recapitulation of the history of the question supplemented by a brief 
and lucid sUitement of recent developments and is a good introduction 
to the subject. 

Some casual statements by Mr. Keynes in his Consequences 
of the Peace Treaty to the effect that Western Europe and paiticularly 
Great Britain were definitely over-populated before the War are of 
great interest not only because they are the first reference to this 
problem in post-war literature but mainly because of the controversy 
to which they gave rise between him and Sir William Beveridge. Sir 
William Beveridge devoted the whole of his Presidential Address to 
the Economic Section of the meeting of the British Associatic;n in 
1923 to a criticism of Mr. Keynes opinions. His argument was 
chiefly based on two tables which he piepared showing the average 
yield per head and per acre of some important agricultural and mineral 
prcxlucts at decennial intervals during the last 50 years. He found 
that the yield both per head and per acre was increasing up to 1910 
and, therefore, concluded that there was no over-population. But Mr. 
Keynes pointed out in his reply that this was not a conclusive evidence 
against over-ix)pulation. The countries under discussion were mainly 
industrial countries and the point was that if they had devoted their 
additional resources to the production of manufactured articles and 
could exchange them for fcxxl at the previously existing ratio the 
increase in benefit per head would have been greater than what it was. 
The question thus became whether the real ratio of interchange 
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between manufactured and agricultural articles changed against the 
industrial countries. He quoted index numbers of volume of manu¬ 
factured articles given in exchange for a uniform quantity of food 
imports and found that there was a distinct turning point against the 
United Kingdom about 1900, Sir William Beveridge in a further reply 
questioned the reliability of these figures but the main objection he 
raised was that the ratio of interchange being a function of four quanti¬ 
ties—supply and demand of manufactured articles and the supply and 
demand of food articles it was not justifiable to conclude from a change 
in this ratio, without further evidence, that the relative real cost of pro¬ 
duction of the two kinds of goods had changed. Mr. Keynes’ original 
remarks in the Consequences of the Peace Treaty were more or less 
impressionist economics. They were incidental to another theme. 
Although the discussion that followed failed to establish any point de¬ 
finitely because both Mr. Keynes and Sir William Beveridge were 
arguing on insufficient evidence yet it throws a great deal of light on 
the nature of the question involved and the manner in which technical 
economics should approach them. 

A number of statistical articles have also appeared. Most of them 
deal with questions of vital statistics but there is one which stands out 
from the rest. It is the Presidential Address of Mr. Yule to the Royal 
Statistical Sexiety in 1925. He devoted it to the consideration of the 
law of the growth of population His method was to arrive at the law 
by statistical inference. He adopted tentatively the assumption that in 
a limited area, the rate of increase of population gets less and less as 
population grows because there is a limit to the maximum population 
that can be supported on that area. The rate of growth, therefore, is 
a function of the population itself. In the absence of any precise 
knowledge he adopted the simplest form of the function which fulfils 
this condition and from this he got the required law. To verify this 
result he fitted this curve to available figures of the populations of 
England and Wales, U.S.A , and France. Not only was there a close 
fit in each case but the same curve with the same constants could be 
fitted to figures of all the three countries. Mr. Yules’ theory was, 
therefore, verified. But this address must remain more of an interest 
as a study in statistical method than a contribution to the theory of 
population because there are other curves which fit the populations of 
these countries equally well. Moreover all those points that are open 
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to doubt are involved in Mr. Yules fundamental ailsnmption that the 
rate of growth of population is a function of the population. 

The present position appears to be this. The problem of popula¬ 
tion has two distinct aspects, that of number and that of quality. 
So far as number is concerned nothing has been observed to justify 
the conclusion that fecundity changes with the modes of life. Assum¬ 
ing then the highest observed fertility as fecundity we find that popu¬ 
lation will grow at a very rapid rate. It may be asked “Why 
worry.? With every mouth God sends two hands*'. But the effici* 
ency of each pair of hands decreases as the number of pairs in 
creases. That is why population is scattered over such a large area. 
Otherwise perhaps we would all be living round a single fertile 
field in the valley of Kashmir. While diminishing returns to labour 
employed in agriculture are generally admitted it is sometimes 
maintained that industrial pnxluction gives increasing returns and 
it is further agreed that it is, therefore, possible that in spite of 
diminishing returns in agriculture life may grow richer and more 
comfoitable. Even if we assume for a moment the accuracy of this 
statement, the fact remains that the demand for fcxxl is inelastic. 
A certain minimum is absoultely necessary. The population of 
the world, at porsent, is 1,700 millions. It has about doubled in 
the c<)nrse of 19th century. This is equivalent to an increase of 
0.7 per cent, per year. At present the rate is 116%, If we 
assume a continuous rate of growth of 1% the population at succes¬ 
sive 50 years intervals will be as follows :— 

Mr. Carr-Saimders' and Knibbs* figures of growth of populatit)n, 
total cultivable area and maximum population which can be support¬ 
ed on that area. 


Population at successive fifty years intei val in millions—assuming 
a continuous rate of growth of i % per annum. 


Present population 1,700 millions. 

Vears o 50 100 

Population 1,700 2,796 4,59ti 

Years 300 350 400 

Population 55*32^ 90.99 ^ 

I.and area of the world excluding polar regions 
Estimated cultivable area 40% of the total 
Maximum population possible assuming 2.5 acres 
to be necessary foi the support of one man. 


150 200 250 

7,562 12,437 20,455 

450 500 

149*647 246,114 

33,000 million acres. 
1,3000 million acies. 


5,200 millions 
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The density of population in 500 years will increase from 33 
per square mile to 5,000 per squaire mile. The land area of the 
world is 33,000 million acres. It has been estimated that 40 % 
of thq total is cultivable. The cultivable area of the world is, there¬ 
fore, 13,000 million acres. Making, what Mr. Carr-Saunders calls 
a generous estimate, that on an average one man can be supported 
from each 2.5 acres, we arrive at the conclusion that a population 
5.200 million and no more can be supported This total will be 
reached in 100 years So that the prospect is not bright even if 
industries continue to give increasing returns. 

However, this distinction between agriculture and industries 
is based on an entire misconception of the economic laws. The 
Laws of Diminishing Returns and Increasing Returns are not 
statements that are in any sense opposed to each other. The 
first is a statement of the relation of changes in the total produc¬ 
tion to changes in quantities of factors of production under 
static condition while the second refers to changes in the average 
cost of production under dynamic conditions. Improvement in the 
methods of production is the cause of increasing returns. Both agri¬ 
culture and industries are as much subject to Increasing Returns as 
to Diminishing Returns ; the difference being a matter of degree just- 
as there may be a difference of degree between one industry and 
another. This being so, if improvement in the technique of produc¬ 
tion do not continue industrial pnxluction too, is bound to yield 
ultimately diminishing returns ; while, therefore, the comparatively 
remote danger of starvation exists, the more immediate danger is that 
the material basis of civilization will be undermined. In the past too 
civilization did not perish for want of food but because it became 
impossible to maintain that standard of life and comfort which formed 
the essential basis of those cultures. 

The only hope, therefore, is a continuous improvement in methods 
of production. There are two possible means of judging what the 
course of progress in inventions will be. One is to study past history 
and to see how man has progressed so far, the other is to take the 
opinion of scientific men. History does not relieve the situation 
There was at least one other revolution which can be cbmpared with 
the Industrial Revolution, namely the Agricultural Revolution. Mr. 
3 
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Carr-Saunders estimates that it is very unusual for a race which has 
no knowledge of agriculture to reach a density greater than i to a 
square mile. While among races that practice a primitive form of 
agriculture density of population may rise to anything from i to 40 
per square mile. We will say on an average 20. The density of 
population in England and Wales during the 18th and 19th centuries 
rose from lOO to about 575 per square mile. If we assume that an 
equal proportion of improved efficiency was utilised in the two cases 
in improving the standard of living the Agricultural Revolution 
appears to be about three times as important as the Industrial Revo¬ 
lution ; yet for thousands of years man did not advance beyond these 
more or less primitive methods of production and cultures that 
flourished on the foundation of that material civilization perished. 

Among scientific men there is some difference of opinion but 
Professor Soddy has great faith in the possibility of the use of intra¬ 
molecular energy. He says, “We need only re-call the past history 
of the progress of science to be assured that artificial transmutation 
and the rendering available of a supply of energy as much beyond that 
of fuel as the latter is beyond brute energy will be affected'’. 

This hopeful attitude may be taken as representative-»/i^he views of 
the majority of the men of science. But Sir Arthur in a recent 


lecture said that man is bilogically fitted for an agricu 


civilization 


and so far there is no evidence of any organic cha^i^^ which may 
make him better adopted to industrial life. Apart f njf-his, indus¬ 
trial production has already given rise to that group Us which is 

called “The Problems of Town Life.” The net adw I e has been 

gef)^ 

increased efficiency in the production of wealth less jPivils caused 
by over-crowding and a mechanistic view of life. J ", therefore, 
conceivable that these disadvantages after a certain I , may grow 
to such an extent that there may be no net advantr , ^f^all. Even 
if, therefore, new inventions in physical sciences continue to be made 
there appears to be a limit to their profitable use set by our biological 
and phsyiological constitution. In fact, it appears to me that there is 
a fair degree of probability that inventions themselves will ultimately 
yield diminishing returns. 

It appears then likely that population will begin to press against 
the standard' of living. This is a dangerous condition. Normally 
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under such a condition the standard of living will only gradually 
yield to the pressure. Part of the pressure will increase the death- 
rate and a small part will bring down the birth-rate and thus equili¬ 
brium will be maintained. But a state of this kind causes a great 
deal of internal social strain and may either cause the standard of 
living to come down ultimately to the subsistence level and thus give 
rise to a large mass of population in state of apathy or may cause dis¬ 
ruption by some sudden commotion. In both cases, at least, 
the pressure on the standard of living has to be relieved, if possible, 
even if no margin is left for development. This can be done by 
equalising the death-rate and the birth-rate. But a high death-rate 
is in itself undesirable and is predominately determined by causes 
which do not affect birth-rate Therefore, if we want a stationary 
population at a given standard of living without any internal social 
strain as well as a low death-rat^ the only course open to us is to 
bring down the birth-rate. That is where birth control comes in. 
But birth control is at best a desperate remedy. Its affects on 
differential fertility and qualitative composition of population have 
often been pointed out and, so far as I know, have never been 
satisfactorily answered. However, there are two other objections 
even from a purely economic point of view. Individualistic indus¬ 
trialism has already a tendency to cause the disruption of the family. 
The practice of birth control will increase it and may actually break 
down the family. The other objection is that if the population is to 
be limited by deliberate rational action, it should be limited at the 
number which makes the average return per head largest. Birth 
control is useless for such a purpose. 

The division of the world’s population into national groups gives 
rise to further complications. Wars which are generally attributed 
to pressure of population have not been as a rule due to actual over 
population, at any rate, in recent times. They have been rather 
due to a desire to acquire means of development and fear of being 
out-numbered by other sections on account of differences in birth¬ 
rates. But even without wars there is a possibility that the growth 
of population may so change the relation between different political 
units or different parts of the same unit as to cause serious conse¬ 
quences. Great Britain is the most notable product of the present 
artificial economic organization. She runs no immediate risk 
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from over-population because her surplus population can be absor¬ 
bed for sCTnetime by her dominions and colonies. But if we look 
farther ahead the prospect is gloomy. Gradual inthistrialization of the 
Asiatic countries will close them as markets for her manufactured 
goods. The surplus of articles of food available for export will also 
decrease. These countries are badly in need of leisure; they will 
grow only what will be sufficient for their own use. As the population 
of the dominions and colonies increases either by natural growth or 
immigration there will be ultimately less of food material available 
for export from these countries as well and less of manufactured 
articles will be purchased. Moreover as the colonics become stronger 
and the need of protection from the mother country decreases attach¬ 
ment to Great Britain wiH give place to local patriotism and self- 
interest. The bonds of union will be so weakened that they will bear 
no strain. Great Britain will then have to be a more self-sufficient 
country. But while a self-sufficient Empire is possible, self-sufficiency 
would be disastrous to Britain. Yet all this may be brought about by 
no change within the country itself but by a change in the economic 
configuration around her. Incidentally this aj^/shows the impor¬ 
tance of Imperial Preference to Britain. 

As regards the problem of quality cugenists at present do not 
understand the nature of heredity fully and do not know how to get 
children with desired qualities. Beyond proposing that people 
having certain defects or deceases which are definitely known to be 
transmissible should not be allowed to propagate, they cannot go. 
But even if cugenists could tell with certainty how to get the 
desired type of children, the question still remains, “What is the 
desired type”? As Dean Inge says, “The ideals of the perfect man 
and that of the perfectly organised State would lead to very differ¬ 
ent principles of selection. Do we want a nation of beautiful but 
moderately efficient Greek gods or do we want human mastiffs to 
be our policemen, human greyhounds to be our postmen and so 
on”. This is to speak of only two ideals; but there are many 
more. The problem is outside the scope of genetics. It is partly a 
question of ethics, partly of aesthetics. An agreement appears to be 
impossible. 
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The Charter Act of 1833 vested the whole administration of 
British India in the hands of the Governor-General in Council. 
Hitherto great powers had been enjoyed by the governments of 
Madras and Bombay inspitc of repeated attempts by the Court 
of Directors to subject them to the Governor-General’s control ; but 
the Act of 1833 swept away those powers and reduced the two 
Presidencies to a position of pionounced subordination The 
Directors wrote to the Governor-General in Council in 1834 :— 
(‘) “ The whole civil and military government of India is in 
your hands, and to what is good or evil in the administration of it, 
the honour or dishonour will redound upon you Of course the 
Government of India was not expected to take over the detailed 
administration of the two ‘ minor ’ Presidencies ; ‘ local authorities ’ 
were still to be left to carry on the executive work of government 
in those distant possessions. But the entire responsibility was 
henceforth vested in the Governor-General in Council ; the local 
governments were merely to exercise those powers which were 
assigned to them by the Central government. The latter govern¬ 
ment was to have the right of reserving to itself such powers 
which, in its opinion, were likely to be best exercised by itself. 

The authority of the Government of India was thus complete, 
at least in theory ; and gradually a centralized Imperial system 
grew up in the place of the traditional ‘ three Presidencies’. For 
the time being, however, there were difficulties in the way of 
unifying the adrhinistration of the whole sub-continent. The 
governmental machinery was still simple and crude ; ^d the 
state of communication between distant territories of the Empire 
was of a very imperfect nature. But these conditions changed 

(i) Despatch, para. 78. See Mukherji, Indian Constitutional Documents 

I, P. 73. 
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within two decades. By successive annexations of territory from 
the Marathas, the Sikhs and other Indian powers, British India 
became, by the end of Lord Dalhousie’s memorable regime, a close 
and compact territory. In Sir William Hunter’s words, India was 
converted from an isolated ocean-washed peninsula into an inland 
Asiatic realm ” (’). Dalhousic also bound together the distant parts 
of this Empire ‘ by bands of iron The railways, the telegraphs 
and the re-organised Post Offices (which Dalhousie gave India) 
exerted most powerfully for the unification of the country. For 
such a unified territory, a centralized government was necessary ; 
and the supremacy of the Government of India, already complete 
in theory, was thus made the more effective and powerful. The 
whole administration of British India was centralized, and the 
Presidencies as well as the other ‘ local ’ governments became the 
mere provinces of a united Empire. 

The centralization of authority which thus set in was pushed 
to great extremes, at any rate in finance and legislation. As Sir 
Charles Trevelyan pointed out to the Parliamentary Plnance Com¬ 
mittee in 1872, it was in finance that the system reached its climax 
The whole revenue and expenditure of India was controlled by the 
Central government. Every item of expenditure in whatever part 
of the Empire was to be sanctioned by the authorities at Calcutta. 
As J. B. Norton put it C) even the increase of a rupee a month to 
two sweepers could not be ' made on the Provincial government’s 
authority ! 

It was in finance, too, that the Imperial system first showed 
signs of collapsing. The Central Government was over-worked, 
while the Provinces became disappointed, and in some cases, 
extravagant. As successive Finance Ministers openly acknowledged, 
it was impossible for the Secretariat at Calcutta to manage the 
budget for the whole of India(®). The budget was a mere jumble 
of the estimates of the various Provincial governments. The 
Provinces had no financial responsibility, and therefore they had no 
incentive to economise. As Major-General Strachey wrote : ‘‘They 

(1) The Marqtiis of Dalhousie (Ruler of India) 1890, p. 178. 

(2) Topics for Indian Statesmen (1858) p. 181. 

(3) Massey’s View Financial Comniitlee’s Report (1874) QQ. 8587, 8588 for 
Trevelyan’s view see above. 
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(the Provinces) had a purse to draw upon, of unlimited, because 
unknowable, depth. They saw on every side the necessity for 
improvements and their constant and unchangeable desire was to 
obtain for their own Province as large a share as they could 
persuade the Government of India to give them out of the general 
revenues of the Empire. They found by experience that the less 
economy they practised and the more importunate their demands, 
the more likely they are to persuade the Government of India of 
their requirements ”, These conditions naturally broke down the 
moral of provincial governments, and the distribution of j^ublic 
income thus “ degenerated into something like a scramble in which 
the most violent had the advantage”. 

These circumstances produced a very intolerable, even menacing, 
state of things in the decade following the Mutiny. In spite of the 
reforms instituted by James Wilson and his immediate successors, 
the finance of the Government of India showed a chronic state of 
deficit (^). In 1867, Sir Henry Maine, the Law Member of Council, 
made a very grave diagnosis of the situation. “ Our system of 
financial control ”, wrote he (*^), if it is not on the point of 
inevitable collapse, is at all events in danger of going to pieces, 
unless the strain is lightened somewhere 

Repeated attempts were made to cut down expenditure, but the 
pull from the Provinces was such that a radical reduction was 
impossible. So long as the whole financial responsibility was centred 
in the Government of India, the attempts at economising were 
foredoomed to failure. The only way out of the difficulty was to 
share the responsibility with the Provincial governments. This was 
the conclusion arrived at by each of the Finance Ministers of the 
decade ; and most of them tried to devise arrangements for enlarging 
the financial powers of the Provincial governments. Some of the 
schemes they adumbrated are still worthy of examination in view of 
the still existing difficulties in arriving at a well-balanced and equitable 
financial system for India. 

There was at the time a growing conviction in the minds of many 
not only in India, but in England, that the Indian administrative 

(1) After 1862, the finances improved, but this was only a temporary improve¬ 
ment. Chesney, Indian Polity (187, Edn.) p. 447. 

(2) Minute of Sir Henry Maine, p. 54. 
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system was too centralized; and many schemes of decentralization 
were suggested by those interested in the problem. John Bright 
in 1885 went the length of saying that British India should be 
divided into five Presidencies independent of each other('), “The 
duties of Governor-General,'* said he, “are far greater than any human 
being can adeqautely fulfill’*. Next year, however, he modified this 
view and recommended that larger powers should be given to 
Provincial governments. 

That was a time prolific in the schemes for the re-organization of the 
Indian Administrative System. Colonel Chesney in his work hidian 
Polity^ first published in 1868 (®), suggested that “ the revenues of 
India instead of being dealt with as one income collected into the 
Imperial treasury and thence distributed among the different Provin¬ 
cial governments, should be regarded as distinct Provincial revenue”. 
Each Province should be charged with its quota of the general 
expenses of the Empire, which it should be required to contribute to 
the Imperial Exchequer. The remainder of its income should be left 
at its disposal. The Imperial expenses for which Provincial contri¬ 
butions would be required were:—the Home charges, interest on 
Indian debt, establishments of the Government of India, diplomatic 
establishments, army, imperial services, posts and telegraphs, interest 
guaranteed on railway capital, and the grant-in-aid to the pcxirer 
Provinces. Chesney admitted the difficulties of apportioning these 
charges among the Provinces, but he thought that an arbitrary adjust¬ 
ment by the Central government would be quite practicable and 
justifiable. 

Of the many decentralization schemes of the perkxl, perhaps the 
most important was that adumbrated by the Finance Minister, W. N. 
Massey ( 0 , with the help of Major-General Richard Strachey. This 
scheme, coming as it did from the highest financial authority in India 
evoked a keen constitutional controversy to which valuable contribu¬ 
tions were made by responsible official bodies throughout the country 
Besides this was the first official discussion in which the merits of 

(1) .Speech in the House of Commons, 241)1 June, 1858. See also Barnet Smith’s 
Life of John Bright, Vo). I, 450 et seq, 

(2) Chapter III. 

(3) William Nathaniel Massey (1809*1881) M. P. was elected Chairman of 
Committee in 1885; Finance Minister in India (1863-1868); Author of a history of 
George III and other works. 
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federalism were considered with reference to India. It is hoped that 
this is sufficient justification for studying in detail a scheme which 
did not ultimately materialize and which evidently was premature 
for the time. 

Although the scheme came out in the name of Massey, it was 
Strachey that actually worked out the details. No doubt Massey was 
a convinced supporter of decentralization in India, and had forcibly 
argued it before the Parliamentary Finance Committee C) But 
either by his insufficient acquaintance with details or by that consti* 
tutional indolence, which characterised him as the' Chairman of 
committees in the House of Commons (*), the Finance Minister in 
whose name the scheme appeared added to the discussion much less 
than what one would naturally have expected. 

Strachey’s note of 17th August, 1867 was the first and the most 
complete description of the scheme. His main idea was a gradual 
federalization of Indian financial administration. He argued that 
*‘the old rigorously centralized system of finance had shown the most 
unmistakable signs of its incompatibility with the existing state of 
things”, and suggested as a remedy that so far as it was found 
practicable ‘‘ the entire revenues and expenditure should be placed 
on the local Governments ". This charge was not, however, to be 
effected immediately, but by degrees, so as to avoid all risks of 
confusion in the public accounts, while educating the local officers 
in matters of financial administration. Although the immediate 
reform which he proposed was small, Strachey had a clear vision of 
the end to be aimed at The Central government should ultimately 
be divested of all detailed concern with all those items of expenditure 
which pertain to branches of administration, the details of which it 
could not propertly control. -‘Thus” wrote he, “ 1 should conceive 
that the financial possession of the central authority should by 
degrees be brought to assimilate generally to that of the United 
States central government, though of course power of supervision 
and control of a general nature must continue to-be exercised over 
the finances of the separate local administrations which has no 
existence in the case of America ” 

(1) East India Finance Committee, 1872. QQ. 8586-88. 

(2) See Diet. Nat. Biogr. Vol. XIII, p. 7- 
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Federalism was thus the definite goal to which Strachey and 
others of his view looked forward. The success of the federal 
constitution of the United States had become universally recognised 
by that time, and even the Civil War that then raged did not shake 
this general opinion. In the si.Kties federalism was much discussed 
in England in connection with the Canadian reorganisation scheme. 
Even apart from these, the social and political conditions of India 
are exactly such as to suggest a federal analogy to any one versed 
in comparative politics. 

TJie immediate measure of devolution proposed by the Finance 
Minister was not of any great magnitude. It was only a first 
instalment of the federal finance system which ultimately was to be 
set up. A few charges, like jails, registration, education, medical 
services, and roads were to be transferred to Provincial manage¬ 
ment; and in order to meet these charges, the whole of the revenue 
credited to the heads, law and justice, and education were to be 
handed over to the Provincial Governments, as also i/6 of the land- 
revenue and 1-4 of the income-tax and license-tax collected in the 
Province. Certainly this was sufficient as first instalment, and 
would have been much more thoroughgoing than the decentralization 
actually affected by Lord Mayo in 1870. 

The scheme was keenly discussed in the Governor-Generars 
Council. 

Sir Henry Maine and Sir William Mansfield supported the 
scheme, while the Governor-General (Lord Lawrence) and Major- 
General Durand stoutly opposed it. 

Maine did not add anything substantial to the discussion, but 
Mansfield made a vigorous defence. He had occupied high posi¬ 
tions in Bombay before he became member of the Governor-Generars 
Council, and pointed out from his own experience what a never- 
ceasing jar there had been between the Central Government and 
the Provincial administrations. He wished “ to make the Local 
Governments partners in the great joint stock of the Indian finances 
and so to enlist them on the footing of agents and servants who, 
having no motive for economy for using the means of their master, 
think only of enhancing their own demands by comparisons more 
or less well-founded with the indulgence conceded to others'’. He 
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thought that there was an appropriate analog)^ between India and 
the United States in general principles. India was in reality‘a 
bundle of Governments’ even as the great American Republic. He 
would not be contented with mere financial decentralization as 
suggested by Strachey. ^ Following the example of America, he 
would have a brief conference every year of the various Governors 
and Commissioners with the Supreme Council for the discussion of 
important questions of finance and laws affecting the Empire at 
large* “In this manner”, he said, “could Local Governments be 
more closely associated with the central government to compare the 
institutions, the wants, and appliances of the several governments, 
to state fairly before the public their own demands and to co¬ 
operate under the Governor-General for Imperial purposes”. This 
would, he thought, serve the same purpose as the Federal Congress 
of the United States, At the same time he was for unifying the 
Presidency armies under a single War Ministry in the Government 
of India. He considered the Presidency army system as a cause 
of decentralization of the wrong kind, unsuited even for the new 
order of Provincial autonomy, which he proposed. 

The scheme was circulated among Provincial governments for 
their opinion. Some Provinces welcomed it with open arms; 
others thought that it did not go far enough. All however made valu¬ 
able constructive suggestion, and in a sense improved upon the 
Finance Minister’s scheme. The ablest and most noteworthy of such 
attempts was made by the Board of Revenue at Madras. The 
Board was not satisfied with the scheme and drew up an alternative 
proposal which deserves high praise as a constitutional document. 
The general lines of their scheme were :—to determine what should 
be considered the imperial or national expenditure of the Empire; 
to distribute this fairly among the several Provinces, and requiring 
each to contribute its share thus apportioned, year by year, making 
it a first charge on its revenues ; to leave its local administration in 
all other respects to itself, subject to that general control which 
must exist to ensure the due payment of its quota, “If the central 
government first determines what each has to contribute,” wrote the 
Board, “each province must adjust its requirements to its means”. 
Madras was then (as now) contributing more than its proper 
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share to the Imperial Exchequer, and only a system of federal 
finance would remove this injustice to the oldest presidency of India. 

The Board was not contented with the general lines of their 
alternative scheme. They analysed the Indian budget, item by 
item, and brought out from that jumble of scattered ** grants the 
legitimate sphere of the Central and Provincial Budgets ('). As 
the result of their careful analysis, it was found that the legitimate 
Imperial charges came in all to ;£24,787,416. The items included 
in it could not justly be charged to any special Province (“). It 
was the common expenditure for national purposes and was to be 
met by the combined purse of all the Provinces. However they 
found also certain items of revenue legitimately belonging to the 
central government and these revenues would meet part of the 
Iniperial Experditure. These items included, ifi/er alia, the Mint, 
Post Office and Telegraphs. All these together would not come to 
more than ;f2,467,96o. The balance ;^22,319,456, had to be dis¬ 
tributed among the Provinces in such a way as to take the same 
percentage of gross of all the Provinces, if land revenue were taken 
for this matter, the burden would fall heavily on Madras, where 
land-tax was heaviest. Similarly an apportionment according to the 
indirect taxes (customs, opium, etc.) would be unfair to Bengal and 
Bombay. Therefore they suggested that an equal percentage of its 
gross revenue may be levied from each Province. 

Many advantages were claimed for the proposed system of 
finance. First and foremost, financial responsibility would work 
on the Provincial governments as an incentive to economy and care¬ 
ful management. As has been already pointed out, the existing 
system did not give any interest to the Province for economising 
their resources. As long as human nature remains what it is, most 
people will be more likely to waste when the money belonged to 
someone else than when it was their own. The proposed system 
therefore w^as expected to check the waste and extravagance that 
then characterised certain Provincial governments, and encourage 
the ill-used ones to save up their spare pennies. 

(1) The Budget has grown up in such a haphazard way that there was at first 
no order or arrangement in it. (See Hunter’s ‘Mayo’ Vol. II), 

(2) Army charges were to be nationalized according to this estimates. 
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The proposed system was thus calculated to make the Provincial 
governments, and indirectly the Government of India, more efficient. 
The Central government was heavily burdened with Provincial 
finance, and it was underlying a task, which it was almost impos¬ 
sible for it to perform efficiently. On the contrary the Provincial 
governments were annoyed, and their administrative efforts paraly¬ 
zed, by the minute interference attempted by the Central govern¬ 
ment. Some Provinces therefpre remained undeveloped. The new 
measure of provincial autonoiny was expected to remedy this evil. 
As Lord Napier of Merchiston, Governor of Madras, wrote “Their 
plans for public good would not be checked or overturned by a dis¬ 
tant authority ; their responsibility would not be divided ; their 
credit would not be shared, and the financial result of their labours 
would be retained in the Provinces” (‘). 

The ceasing of animosities between Calcutta and the Provinces 
was another good result expected from the proposed change. The 
Central government and the Presidencies did not pull on very amic¬ 
ably in those days (*). When the latter had a fair measure of free¬ 
dom it was hoped that they would throw away their ill-feeling and 
co-operate with the Governor-General in the great work of governing 
and developing India. 

It was already realized by many Indian statesmen that unifiirmity 
(if tax-systems was a great evil in a large country like India. One 
reason for the inelastic nature of Indian revenues was the assump¬ 
tion that all taxes must be levied everywhere, and everywhere at the 
same rate. But this was quite a mischievous notion. The economic 
condition obtaining in the various Provinces of India showed, and 
still show, an infinite variety. All taxes did not suit all Provinces 
alike. The Income-tax was perhaps suitable for Bengal but not for 
the undeveloped Provinces. Even land-tax could not be levied and 
assessed uniformly in all the Provinces. It was, therefore, advisable 
to leave the provincial Governments to tax themselves and spend 
the reventie at their discretion. It was the only way of finding 
fresh funds for public works needed in the various Provinces. The 

(1) Minute of Madrai; Council, February tj, i868. 

(2) For the bickering lietween the Central government and the Presidencies, 
see J. B. Norton Topics for Indian statesmen (1858) pas.sim ; also Calcutta Review- 
No. t6, (1854) pp. 446-83. 
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burden cif provincial taxation would also be more wilUngly borne by 
the people, because they would feel that the proceeds, were to be 
wspent for their direct benefit. Local Governments would thus be 
interested in raising as large a revenue, as could be taken consistent¬ 
ly with the welfare of the people. 

The proposal however was not received with any warmth by 
Lord Lawrence, the Governor-General (^). He was a masterful 
person, and obstinately clung to the view that a centralized system 
was necessary for the safety of India. He denied that the Govern¬ 
ment of India's financial control was ‘going to pieces’. The an¬ 
alogy of American federalism would not hold, since in India, govern¬ 
ments were not controlled by the people. He was not against 
transferring large portions of revenue and expenditure to the Pro¬ 
vinces, but the Central government must retain the power of super¬ 
vision. He also condemned local taxation as a very dangerous policy 
for India. Major-General Durand agreed with the Viceroy. Al¬ 
though the Revenue Board of Madras was definitely for the scheme, 
the Governor (Lord Napier) was on the whole for the existing 
system, while he was prepared to admit in theory the advantages 
of a federal arrangement. The principal arguments urged against 
the proposal may here be summarised. 

The main contention was that the [leace and safety of the 
British Empire of India rested almost entirely with the Central 
government. Weaken it and you weaken the foundations of that 
edifice It represented the majesty of the British Crown, and by 
its authority it kept together under it the numerous Native States 
of the country as well as the rival creeds and interests in British 
India itself. It was the position of the Central government that 
gave India the credit needed in the British money market for raising 
funds for railways and for irrigation works. Indian capitalists too 
had great, confidence in the integrity of the Government of India. 
Bui if that Government became “a pensioner of the Provincial 
Governments” (as Napier pointed out) it would be found difficult 
to raise funds at such low rates of interest. The Central govern¬ 
ment also checked the extravagance of the Province. If the 
control were taken away they might overtax the people and create 

(i) Minute, 22nd October, 1867. 
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discontent in the country, and this might end in another mutiny. 
Lord Lawrence especilly emphasised this point. *‘We are a handful 
of foreigners in this country” ; he wrote, “to tax the people the 
least and use the taxes for beneficicnt administration is our best policy 
and this is the way to consolidate our hold on the country”. 

The provincial taxation suggested by the scheme was vehemently 
opposed by those who took the Imperialist view. They denied that 
taxation by two separate authorities (central and provincial) would 
make the people more willing to share the btirden of increased tax¬ 
ation. Both authorities were the same in the eyes of the people : 
neither of them existed by popular consent in India. As Lord Law¬ 
rence said, (^) “Every official who is connected with.the government, 
particularly the higher officials, are all looked upon as part and 
parcel of the same system ; and whether I, as Collector or 
Commissioner or Lieutenant-Governor, or (we will say) as Governor- 
General initiate and carry out a particular policy it is allcon- 
sidercnil as belonging to the one government and the one system”. 
There is much truth in this view, but it was however forgotten that 
the Provinical governments ministered to the more direct needs of 
the people, and that therefore it was possible that Provincial taxation 
could make an easier appeal to the public than the Central. And 
this has been repeatedly expressed by the representatives of the 
Indian peoples (*^). 

At any rate, the fears of the Imperialists were not completely 
justified. Those who supported the scheme, even those who stoxl 
for a definite federal system, did by no means want to weaken the 
power of the Central government in its proper sphere. Nor was 
their scheme calculated to undermine the Government of India’s 
position. They only proposed—and this m the interest mainly ot 
the central exchequer—to give the Provinces some share of financial 
responsibility; and this was to be exercised under the supervision 
of the Central government. So long as the defence and foreign 
policy remained in the hands of the Government of India, and .so long 
as that Government had concurrent powers of taxation and control 

(t) East India Finance i. oinmittee, i8;)'3. 

(2) See the view.s of the Indian niine^ses vsho appeared^ l>efore the Royal 
Commis-sion on Indian Expenditure. Minutes of Evidence, ('d. 130 (1900) Gokhale’s 
view, p. 215; G. Subramania Iyer, p. 259. 
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over Provincial taxation and expenditure, there could be no ween¬ 
ing of that Government’s power. Besides, the Provincial govern¬ 
ments as then constituted had exactly the same objects as the central 
government and would never have undermined the foundations of 
the system on whose safety they themselves depended. If, however 
the arguments were levelled against John Bright’s proposal of 
separate states in India, there would have been much more j)istifi- 
cation. 

Various points urged against the scheme were captious and 
undiscerning. Lord Lawrence and some others of the Imperialist 
view could not understand how the military charges would be 
apportioned in the proposed system. Should the Punjab be made 
to pay wholly for the military expenditure of the frontier Who 
would look after the undeveloped Provinces and uncivilized tribes 
who could not afford to pay for their own administration ? Would 
the Provinces take up the public debt of India ? Would a Province 
pay for the improvement of a harbour, when it found that the benefit 
would go mainly or even partly to other Provinces Indeed these 
are all important considerations, but quite irrelevant to the issue 
at hand. None of the schemes suggested the decentralization of 
the defence or external relations, the public debt or other concerns 
which legitimately belong to the Central government even in federal 
states. The Madras plan, in particular, provided for all these in 
the central budget. Besides, in federal states such functions are 
invariably found centralized in the central government. These 
considerations hardly entered into the minds of those who held the 
Imperialist view. 

However the scheme did not sati.sfy the authorities in Plngland. 
The views of Lord I^vvrence and the Imperialists' found more 
support there. The matter came before Parliament in 1868. Sir 
Stafford Northcote in the course of the debate told the House of 
Commons that, although he concurred in the principle of Mr. 
Massey’s suggestion, he ‘ would be the last to recommend the weaken¬ 
ing of a system that had raised the credit of India to the highest pitch ’. 
It was the fear of another mutkiy that weighed with Parliament in 
assenting to this view. There the matter ended. The question of 
decentralization was again taken up in a couple of years, and a 
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measure for that purpose was carried through in. 1870; but the 
question of federation was dropped sifie die. 

There is no doubt that federalism was then premature for India; 
and it is well that it was dropped. India required another half a 
century of centralized administration in order to fit her for real 
devolution. A country of such enormous diversities as India has 
first to be sufficiently unified before any organic government can 
take root. Even in a homogeneous country like England, national 
self-government was preceded by, and was the result of, a long 
period of centralized absolutism under the Normans, Angevins and 
Tudors. The divergent racial and cultural elements of the country 
were thereby fused into an organic unity. Without this discipline, 
unpleasant but necessary, no people has ever become capable of 
organising national government. Even for a federal system, such 
a previous discipline is necessary. It was, therefore, on the whole 
good for India to have had a long period of centralised govern¬ 
ment (^). Without sRch a government, there was no royal road to 
the national (or even federal) unity of India. It was this long 
centralized administration that now enables her to attempt the ‘ pro¬ 
gressive realization of responsible government’. The India of the 
present day is therefore the best justification for the centralization 
of the last ninety years (") If centralization has done its work it 
will necessarily be replaced by a more oi*ganic system. 

(0 See in this connection, Mr. Kdwvn Uevan’s interesting analogy of tJ,e 
steel-frame, Indian Nationalism (iqi \) p 45-46. 

(2) For a treatment ol Indian Constitutional History Irom this standpoint 
^ee the writer’s forthcoming work. Cnr^^th of lUthxh Imiutn 
(1883 1920). 
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SOME FACTS CONCERNING THE DEVELOPMENT 
OF THE TOBACCO TRADE OF THE MADRAS 
PRESIDENCY 

BY 

N. G. Ranga, 


Guntur District. 

There are 214,000 acres of land under tobacco and 108,130 
ions of tobacco was produced in 1922-23 in the Madras Presidency. 
The Guntur district has the oreatest area and the biggest produc¬ 
tion of tobacco, one-third of the total amount of tobacco grown in 
the presidency comes from this district. An attempt is made in 
this Paper to show the recent developments in the organisation of 
the tobacco trade of this district. I propose to describe the condi¬ 
tions in the tobacco manufacturing factories of Dindigul, Bangalore, 
Chirala and Madras in another Paper. 

The Imperial Tobacco Co., did much pioneering work in introduc¬ 
ing the culture of a few American varieties of tobacco into the 
Guntur district. It has a curing factory and a cigarette manu¬ 
facturing factory at Chirala in this district. It has practical mono¬ 
poly of the tobacco market of the district and has consequently ex¬ 
ploited the ryots to a great extent during the last fifteen years. But 
Messrs. Naidu, who used to be the Commission Agent of an Eng¬ 
lish firm, managed to buy up that firm about ten years ago, and ever 
since have been competing more or less successfully with the 
Imperial Tobacco Co. Some eight years ago Mr. Sh. Pillai came 
from the Tinnevelly district and organised a firm as an agency of 
some Calcutta manufacturers. 

The demand for Guntur tobacco comes chiefly from Calcutta 
where there are many cigarette and cigar manufacturing works ; 
Madras, where native cigarettes called beedis are praluced, and 
Bangalore and Dindigul where there is a large manufacture of cigars 
and cigarettes. Quite a fair amount is also exported to England 
and Germany, 
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There are three exix)rting firms in addition to the Imperial 
Tobacco Co., and Messrs. Naidu and Pillai, One of them is speci¬ 
ally interested in exporting tobacco to Japan on a commission basis. 
Messrs Naidu have an Indian agent in London specially to effect 
the sales there. 

There is a badly organised market in Guntur and all but the 
Imperial Tobacco Co., go there to buy tobacco whenever they are 
hard pressed for supplies. The normal practice is to buy the 
tobacco in the villages. The Imperial Tobacco Co., has 
four godowns, at Guntur, Chirala, Paruchuru and Chilakalurupettah 
and buys from the abundant supplies of tobacco that are brought 
there by the ryots. The average price paid by the company to the 
ryots is very seldom lower than the kx:al market rate, in fact 
the prices paid by other dealers in tobacco are always based on 
those of this Company. 

As long as there were only the Imperial Tobacco Co, Messrs 
Naidu and Pillai in the tobacco export market speculation was kept 
within bounds, prices remained low, and the profits of the ryots kept 
small but steady. But the merchants of Guntur have tried their best 
to discover the ways of exporting tobacco, in consequence competition 
has been intensified, speculation more rife, and prices and profits 
greatly fluctuate. Until eight years ago, they were sending tobacco 
to places in India oply. They were unable to export it to other 
countries for the following reasons, (i) They were ignorant of 
the prices paid in the foreign countries for different varieties of 
tobacco. (2) They did not know how to prepare tobacco so that it 
could be acceptable in the London and other foreign markets. 
(3) They did not have any experience in pressing and baling in such 
a way so as to keep shipping freights low. (4) They were 
extremely nervous to leave so much money in the hands of foreign 
agents. (5) They could not find out who and where the tobacco 
merchants and brokers were in the other countries. Most of them 
were not educated in English and even those who knew English did 
not know that there were such things as Trade Directories, Trade 
and Industrial Journals and the P'inancial News Papers. There was 
no local Chamber of Commerce and the Government^did not publish 
any reports in popular form as to the state of foreign markets for 
Indian goods. The merchants who knew a little about foreign mar- 
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kels kept their knowledge jealously secret. (6) N(jnc of them were 
conversant with foreign exchanges. It is generally true to say 
that the merchants of most of the trading centres of this Presidency 
arc in a similar state of deplorable ignorance. 

But it is obvious that the larger becomes the number of experienced 
merchants in the export business and greater the number of trading 
centres, the greater is the possibility for the producers to obtain 
better prices for their produce, for the workers to secure higher 
wages and for the country to become more prosperous. 

Fortunately the numbers of merchants with such knowledge and 
experience has grown and most of them are now capable of and mh 
ling to export tobacco to England or Germany as soon as the 
margin between the home and foreign prices justifies such a venture. 
This development has naturally tended to raise the local prices for 
tobacco and the merchants of Calcutta and Madras who used to get 
Guntur tobacco at very low prices in the early part of the War arc 
now unable to reap huge profits. But they still find it profitable 
to pay high prices for this tobacco rather than import American 
tobacco. This is one of the reasons why the price of a candy ot 
semi-bright tobacco rose from Rs. 6o to Rs 8o in the last ten years. 

Side by side with this increase in the number of merchants and 
competition for tobacco, there has ai'isen the tendency for the bigger 
ryots of most of the tobacco growing villages to enter the trade 
direct themselves. They have begun, from 1916, to buy up large 
quantities of tobacco, at the time of the harvest, at very low prices, 
from the other smaller ryots and to store it up in anticipation of a rise 
in price As the competition between the merchants has increased 
the cultivators of tobacco have almost given up their former practice 
of going in search of prospective buyers. It is mm the merchants 
or their agents who have to go in search of the pnjducers. These 
village dealers are thus able to dictate their own terms and the 
costs of transport and the costs of risks due to rain and winds are 
thrown more or les.*^ successfully upon the shoulders of the mei- 
chants. They also do not sell all their store of tobacco at one price 
and at one time but at different prices and on different occasions. 
They^ do not compete with one another and they are often successful 
in obliging the merchants to buy their tobacco at the price paid to 
one of them. 
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The rj^ots who were in the habit ol selling their tobacco at harvest 
time fur very low prices in order to pay Land Revenue so improved 
their economic position in a few years during the War that they havx‘ 
been very unwilling for the last five years, to sell their produce at 
harvest time. The dealers who are thus obliged to pay high prices 
to the ryots, are gradually taking to commission work in tobacco. 
When any Guntur merchant comes to buy tobacco, these dealers help 
them in buying tobacco and charge a1x)ut Rs. 5 per candy or about 
12% commission. But they always try to get the best price for the 
ryots as they themselves have largo stores of tobacco to sell. 
The merchants charge 2% commission to all those to whom they 
supply with the Guntur tobacco. Thus about of the true value 
of tobacco is appropriated by the middlemen. It might be noted here 
that a very great deal of speculative buying and selling in tobacco 
has set in ot late years causing great fluctuation in prices detri¬ 
mental to the steady development of tobacco growing. 

As tor the tact that the merchants find that to export tobacco to 
Europe is not profitable as it used to be ten or even six years 
ago, we must observe that it is the defective organisation which is 
the cause of most of the present troubles. It is true that the rising^ 
value of the rupee in relation to pound sterling makes it unprofitable 
for the (jiintur merchants to expi^rt to England. But Imperial 
Preference ought to be able to successfully counteract this defect. 
The causes for the present position are as follows : (r)-These mer¬ 

chants of Guntur do not know how to grade tobacco and arc unable 
to prepare an exact sample of their consignment. It is because 
dealers in London and elsewhere had bitter experience in quot¬ 
ing prices upon the basis of the samplCvS sent by these Indian mer¬ 
chants, that the Guntur merchants are obliged to export their 
consignments first and then to consider whether the prices offered 
are satisfactory or not. In fact they have no choice other than 
selling it at any available price. (2) The Guntur merchants have 
not realised that it pays better U; send unadulteratal tobacco and 
earn a name for honesty and sound business than to give occasion 
to foreigners to distrust them. They may make a profit once or 
twice by playing upon the credulity of foreigners but they cannot 
hope to build up permanent and profitable business on such fraudulent 
basis (3) Most of these merchants have no representatives of their 
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own in England or on the Continent and so they h'ave to abide by 
the tricks played by the foreign agents. These agents quote a low 
price from London and if the Guntur merchants accept it, they sell 
the tobacco at a higher price and pocket the difference, but if the 
actual price when the consignment arrives at London falls below 
quoted price, the loss is transferred to the account of the consignee. 
(4) Most of these merchants have not enough capital to carry on 
continuous export business with London. It often takes three 
months after the sale, before money is paid by the London mer¬ 
chants and so five months usually elapse before the Guntur merch¬ 
ant is able to realise his money. In order that he should send a 
consignment of 50 bales of 250 lbs. each once in every fortnight, 
he must have a capital of about Rs. 50,000. If he manages to get 
paid in London with one months credit, he can manage to turn’this 
sum three times in the business and realise at least Rs. 20,000 or 
40% profit. But as it so often happens, many merchants arc unable 
even to realise the 12% interest which they must pay to their 
creditors. (5) They do not know how to hedge themselves against 
the fluctuations in the Exchanges 

Let us now turn to the conditions of labour employed in the 
factories of the Guntur merchants. Merchants get the tobacco either 
butted or butted and stemmed. When raw tobacco is butted one 
fourth of it is lost in weight, but when it is stemmed half of it is lost 
in weight. The exact amount of loss depends upon the nature of the 
raw tobacco and the skill of the workers. So it pays better to pay 
higher wages and employ more skilled workers than at present, but 
the merchants are not conscious of this possibility. Women and girls 
from 8 years of age, are generally engaged for a day of nine hours 
(from 7 A.M. to 2 A.M. and i P.M. to 5 P.M.) on piece work rates. 
A very skilled worker can prepare 25 lbs. of stemmed tobacco in 
a day, and is paid annas 4 only. But an average worker is not able 
to earn more than 3 annas. 

Out of the 85 workers engaged by a particular merchant, on two 
occasions, 54 workers were paid 3 annas each per day, 24 at 4 annas, 
S at 3^ annas, and two at 5 annas. These last workers who got five 
annas each per day were supeiwisors. These 85 workers were able 
to put in only 317^ hours work in these ten days and earn Rs. 68-9-0. 
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Only $6 workers earned in this period anything from 12 annas to 
22 annas, all the other workers were unable to work for so long 
and so earned much less than 12 annas and ten workers got less than 
4 annas. 

The majority of the workers are recruited from the Telaga caste, 
and the Muhammadans of Guntur, and they are prepared to work for 
such low wages, 3 annas per day, as they would, otherwise, have no 
work to do. Such earnings supplement the family income. Women 
and girls are often equally paid and in fact some girls are paid more 
than the women The work of butting and stemming tobacco can be 
learnt by any girl in 3 days. These workers seem to enjoy their 
work and appreciate the chance of earning something. They seem 
also to value the chances they thus get to meet one another. 

The factories are anything but wholesome. They are either 
closed-in buildings without sufficient ventilation and light, or open 
sheds with tin roofs which make the atmosphere very hot. The tobacco 
has to be handled leaf by leaf and it emits very strong and bad smells 
that cannot but be injurious to the health of the workers. The 
workers do not change their clothes when they take their mid-day 
meal, and the firms have not realised the necessity of providing them 
with special uniforms to be worn while working, or with water with 
which the workers could wash themselves. But the only complaint 
one hears from the workers is about the insufficiency of light for 
working. If it is injurious for the health of women to work in such 
atmosphere, it must be more so for the girls. Neither the parents 
of these girls nor the women workers nor the merchants seem to be 
conscious of the dangerous effect of these conditions of work upon 
the health and growth of the workers. 

These factories do not seem to have come under the provisions 
of the Indian Factory Act, as everyone of them is more often 
considered as godowns than as factories and as none of them keep 
more than ten workers all through the year. So there is no control 
over these sweated and unwholesome conditions of labour. The 
workers are glad to be able to earn something .so they never think of 
complaining. The social conscience of the public also is so blunt that 
it does not notice such serious dangers. The International Labour 
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Office and the Economists both in India and England would get a 
truer idea of the economic organisation and the condition of the ryots 
and the workers if they studied carefully such minor local industries. 
The study of the major industries alone in large factories, works or 
mines or tea gardens is not enough. 



A PLEA FOR STANDARDIZATION OF THE 
ESSENTIALS OF ECONOMICS 

liY 

B. G. BhatnAgar, 

lecturer in Rmiomics^ University of Allahabad, 

Economics has been, and is to a certain extent up to this time 
a fluid subject. But it has reached that stage of development where 
we should make attempts to give definite shape to some of its 
vital conceptions, as they have clone in other sciences, such as 
Chemistry, Physics and Botany. We can, if leading economists 
were to take it up seriously, and if new authors were to exercise 
some restraint on their exuberance, have some technical terms, 
laws and theories defined more or less definitely. The disadvantages 
of multiplicity of meaning for a single term are so obvious that 
I need not dwell upon them here at length. But I cannot help 
referring to the confusion which this want of definiteness causes 
to a beginner of the science. In every other science a beginner 
is first familiarised with such basic laws and conceptions, in an 
elementary way (which should not necessarily mean a loose or less 
exact way as some people seem to think) as admit of general 
enunciation and are capable of being assimilated easily. In Economics 
on the other hand a beginner is from the very start made to thread 
his way through a mass of conflicting definitions, which upset his 
brains and always keep him in a dubious state of mind. 

To save this confusion it is desirable to give to the beginners 
only those definitions and conceptions which, by a tacit understanding 
amongst recognised authorities on the subject, have acquired a 
definite meaning and a fixed significance. If this practice were 
generally adopted by the teachers of and writers on the subject, 
then within a limited time the science would acquire a solid form. 

There are some who favour the method of inductive generaliza¬ 
tion and comparative study in the initial stages, but I for one 
believe that such a study in the absence of a general familiarity 
with the broad essentials of the science is liable to lead to confusion 
6 
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and conflicting notions about things. For three years I tried this 
method with my third year students, and always fell their inability 
to grasp the purpose and significance of such a study. They always 
l<x)ked upon it as useless waste of time without aim and purpose. I 
exi)ected them to adopt the mcthrxl of induction from descriptive study 
and observed facts, but I soon realized that it was rather too much 
on my part to expect anything of that sort from students before their 
imagination was sufficiently trained to reason out generalizations from 
observed facts. Such training can best be given by giving them 
first some general truths or laws, and then to read their verification 
for them from things and facts about them in real life. For this a 
student should be encouraged to observe facts and increase his store 
of knowledge about trade, industry and other economic phenomena; 
but we should not expect him to argue out from these the general 
principles of his science. No doubt a man who had acquired his 
knowledge of economic laws after induction from observed facts 
would be a very able and original student of the subject. It need 
hardly he indicated that such a method needs a very long time, and 
at the same time a very small number of students, and a teacher, 
who himself is a man of very high attainments and inspiring person¬ 
ality. All these things are possible in very few cases, hence this 
mcth(Kl cannot be recommended for general adoption. 

The other, and, 1 believe, the only sound method to teach 
Economics is what I have recommended above. In the initial stage 
we should give well-recognised definitions and enunciations of laws and 
theories—things that form the structure of the science^—and should 
explain and illustrate them by examples from facts of life around us. 
The facts may be taken from modern times or from past times, 
the selection naturally depending upon the nature of the problem 
in hand. Having once familiarised the student with the essentials 
of the science in unambiguous and certain term we may pass on 
to initiate him in the various views held by various writers on the 
main definitions, laws and theories 

Such a methcxl is only possible when we have one of the 
following two things: either we must have a set of generally accept¬ 
ed terms, laws and theories used in one particular sense by all 
leaders of economic thought, or we should have teachers very well 
versed in the whole lore of Economics, who after deep and wide 
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Study have themselves come to have fixed ideas about the things 
they are called upon to teach. So far we lack both, at least in 
India; and for a long time to come, this dearth of real students 
would continue, as students and teachers are not made in a day. 
Therefore the only course left for us, if the study of Economics 
is to proceed on healthy lines is to have our conceptions and ideas 
about the science standardised. We can then without much fear of 
confusion leave the teaching of beginners to not very experienced 
hands. 

Of all the modern economists Dr. Marshall has done a great 
deal to give fixity of meaning to certain terms, and as far as I have 
been able to gather, he seems to have taken special pains to add 
his weight to that use of a particular term which his predeccvssors 
had generally adopted. lie has avoided with remarkable success the 
unnecessary coinage of terms to which some writers on the subject 
in their zeal for originality often take recourse. If any one 
has got a new idea, certainly he has ,.every right to name it as 
Marshall docs when he introduces the term ‘ Usance of Property 
or * Quasi Rent, ’ but substituting fresh terms for old terms should 
never be tolerated. Although most of the writers, both English 
and American, have conformed to the usage set in fashion by 
Marshall, yet the tendency to coin fiesh terms for old ideas and 
to give new ideas to old terras is by no means completely absent. 
Some time back I had the good fortune to review for the Indian 
Jomnal of Economics a book entitled “The Flow of Value” by 
an American writer Logan Grant Maepherson, who after sermonising 
on the inadvisibility of coining unnecessary terms, and using the 
same term in more than one sense, himself fell a victim to it. Thus 
he uses the word ‘price’ to mean “that received for a utility (com- 
mcxlity of other writers) at the time of sale,” and the word ‘value’ to 
mean “ that which can be obtained for a utility or that for which 
a utility can be sold ”. And again on page 235 he defines value 
“as whatsoever in which there is property and for which price may 
be obtained.” The idea of relativity and of a ratio, so very promi¬ 
nent in the recognised meaning of the term is completely lost sight 
of. Then again ‘ unit of exchange ’ is used for ‘ standard of value,’ 

‘ utility * for ‘ commodity ‘ final utility ’ for ‘ finished commodity 
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^ substance * for ‘ raw materialsand the word * usefulness' for 
‘ utility 

Such a show of originality is impossible in any other science 
and would not be tolerated for a minute, but in Economics it seems 
to be nobody's business as the subject-matter of the science is 
everybody's business. But this attitude of unconcern and indiffer¬ 
ence should not be allowed to last any longer and the leaders of 
economic thought should make conscious and organized efforts to 
reduce the molten character of the science as far as possible. At 
least we in India should do something in this matter if our 
students are to be saved the bother of mastering useless terms. 
The task of mastering useful terms of a foreign language is in 
itself more than enough for an average student and we cannot, 
at least we should not, allow this wasteful tendency to continue 
its mischief in this country. Economics is a subject of great 
practical significance under modern conditions of life, and without 
a sound grasp of its essential princiides one cannot take his proper 
place in the legislative and administrative spheres of life. AH the 
time of our students is wasted in mastering the unessential confusions 
of impossible terms, and the real subject-matter is completely 
ignored. And that is why a Hailey can make an unchallenged 
statement in the Assembly that currency is a difficult subject and 
that there are very few people who really understand it If we want 
to increase the number of people well versed in the lore of the 
science of Economics, we must do something to standardize its 
technical terms. 



NOTE 

We have pleasure in drawing the notice of our readers to the 
following :— 

International Exhibition for Inland Navigation and 
Utilisation of Hydraulic Power, Basle, 1926. 


According to an information from Berne visitors coming from 
countries with the compulsory passport-system to visit the Inter¬ 
national Exhibition at Basle pay but half of the duty for the 
passport-visa. 

'No visa (a passport only) is needed for visitors coming from 
the following countries : All the States of America, China, Japan, 
Great Britain, Spain, Andorra, Monaco, France, Luxemburg, Bel¬ 
gium, the Netherlands, Denmark, Sweden, Norway, Germany, 
Austria and Italv. 


REVIEWS 

Wc have been asked to request the members to whom books 
have been sent out for review to kindly send in their reviews at 
an early date. 


Mg. Editor. 
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RELATING TO INDIA 

Roads to Freedom and Slavery, By RaTISH MOHAN AGARWALA, 
M*A.t LL.B. , Ganga Book Depot, Meerut Cily ; 1924 ; pp. 204, 
Price R?. 1-8. 

The aim of writing this book is ‘ to give the reader a comprehensive 
idea of the various schemes of social reconstruction that now confront us 
and which we are to adopt, if we are to attain happiness and freedom,’ 
The author believes that liberal socialism, which aims at giving the 
individual the greatest liberty consistent with social interests is the only 
road to freedom. All the other systems such as Bolshevism, Communism, 
Syndicalism and Anarchism are the roads to slavery. 

The book is divided into two parts which contains twenty-six chapters. 
The first four chapters are devoted to the treatment of Liberal Socialism, 
and in Chapter XII an attempt is made to show the relation of Socialism 
to Private Property, Inheritance, Family and Marriage, Machinery, 
Religion, Art, Liberty, Individualism, Tariff Reform, Armaments, Trade 
Unions and Co-operative Right to the whole Produce of Labour, the Right 
to work and the Right to subsistence are discussed in Chapter XIII and 
objections to Socialism are considered in Chapter XVI. The influence of 
Socialism has been carefully shown in Chapter XVII. In the second part 
of this book the theories of Communism are criticised and it has been 
shown how Bolshevism failed in Russia as a Communist Movement, 

Mr. Agarwala has succeeded to some extent in establishing the 
superiority of Liberal Socialism over other systems by showing the good 
points of the former and bringing into prominence the defects of the latter. 
But it may not be forgotten that various proposals of Liberal Socialists are 
open to serious objections from various points of view. In actual practice 
it becomes extremely difficult to decide to what extent individual liberties 
should be curtailed in the interests of society as a whole. This power of 
curtailing individual liberties in the fancied or real interests of society as 
a whole can also be abused and under certain circumstances Liberal 
Socialism may lead to slavery as well. 

There are many printing mistakes which ought to have been avoided. 
The book is written in a clear style and would be of much help to the 
students of Socialism. 


DAYA SHANKER DUBEY. 
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Proiuclion in India, By RaJANI KANTA Das, M.A., M.SC., PH.D., 
Director of Rural Survey, Vishwa Bharti, Bolcpur; Vishwa Bharti 
Bookshop, 10, Cornwallis Street, Calcutta ; 1924 ; pp. VII + 171, 
Price 

The aim of the author in writing this book is to make ' a comparative 
study in national productivity with special reference to the prosperity or 
material welfare of the people’. The book contains four chapters only. 
The first chapter is introductory. The second chapter deals with the 
resources of most of the civilised countries of the world. After comparing 
the area and population of different countries, Dr. Das has very clearly 
shown that in India 1 7 p. c. of the world’s population is living in only 
3 3 p. c. of its area. But the land resources of the world are not so in¬ 
adequate as are commonly supposed. Large areas of land in several 
countries remain still unexplored. Nine-tenths of the land in Australia 
is still unknown as far as its productivity is concerned. On comparing 
the arable land per head we find that Argentine has 6‘8 acres; U. S. A. 
3*3 acres, India \'5 acres; Italy, Germany, Austria, Belgium, Great 
Britain less than one acre. H an attempt had been made to calculate 
the arable area per head of people directly dependent on agriculture in 
these countries, it would have given us a belter idea of the situation. On 
comparing the area o( the arable land in India with the area actually 
under cultivation, Dr. Das has come to the conclusion that 44 per cent, of 
the arable land can be added to the actual productive area in India. We 
think that most of the land shown as cultivable waste in ‘ Agricultural 
Statistics of India* is not at all fit for cultivation under the present circum¬ 
stances. 

On going through the figures about the coal reserves and petroleum, 
water power or iron resources of different countries of the world we are 
very much struck with the vaslnessol these resource.^ in India. India has a 
coal reserve of 87,000 millions of metric tons, 995 millions barrels (of 
42 gallons each) of petroleum, 27 million potential horsepower of water 
power resources and 2,832 million tons of iron oic. Our water power 
resources lie practically undeveloped. Only 150,000 horsepower, 

0*55 per cent, of the whole are being used. Here is great scope for 
developing the energy resources of jndia. 

In Chapter III, which contains about two-thirds of the book, the 
products of various industries have been discussed both absolutely and 
relatively. Statistics with regard to the production of forestry, mining, 
agriculture and manufacture ( Cotton & Jute ) and the figures showing the 
development of transport, banking and commerce of different countries have 
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been given- An attempt has also been made to compare the value o( 
quantity o( products of different industries in India during the year 1921 
with those of 1911, 1901 and 1891. The figures about transport, 
banking and commerce in India have also been similarly compared. To 
give some concrete idea about the increase in products of different groups 
of industries at different times or to show the ground of transport, banking 
and commerce, the mean average has been found by adding together 
figures expressed in different units and dividing them by the number of 
items. For example to show the growth of transportation in India the 
figures about the following have been added together :— 

(a) Number of passengers carried by rail, 

(b) Goods carried by rail in millions of tons, 

(c) Foreign Shipping in millions of tons, 

(d) Value of money orders issued in crorcsof rupees, 

(e) Number of articles carried by post, 

(/) Number of telegrams despatched. 

Then the sum total of all these has been divided by the number of 
items, ?. r., 6, and the result obtained has been called the mean average of 
units. This adding up of different figures which are expressed in different 
units and finding out the unweighted average has been the basis of 
comparison of productivity at different periods and is to some extent res* 
ponsible, in our-opinion, for over-estimation of productivity in 1921 as 
compared with that of 1891 in Chapter IV. If an attempt had been made 
to find out the value of the products of different industries and the receipt 
of Railways, Post & Telegraphs, etc., and if the total values had been 
compared after making due allowance for changes in the general level of 
prices, the result would have been more intelligible and definite. 

After finding out the mean average of all units of different group.? of 
industries for 1920-21 and comparing it with that of 1890-91 the author 
has come to the tentative conclusion that the total productivity of all the 
industries under consideration in India increased about six fold in 30 years. 
In this estimate no allowance has been made for a change in the general 
level of prices in case of those commodities the values of which have been 
taken into consideration. Moreover the method adopted for finding out 
the productivity, as stated above, does not seem to us to be statistically 
sound in every respect and therefore we have very great hesitation in 
accepting the correction of the above tentative conclusion. 

But wc are in entire agreement with another conclusion of Dr. Das 
that the fundamental cause of India’s poverty is her industrial inefficiency. 
By writing this book, Dr. Das has opened up the vast field of economic 
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enquiry and research. Students of Economics would be well advised to go 
through the bqok carefully. The book contains very valuable statistical 
information with regard to the production and resources of many impor¬ 
tant commodities in various countries of the world. The usefulness of 
this book would have been greatly increased if some of its important 
statistical tables had been illustrated with diagrams and charts. 

DAYA SHANKAR DUBEY. 
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The StateTheory of Money, By GEORGE FRIEX>RICH KnAPP, translated 
by H. M. Lucas and J. BoNAR, London: Macmillan & Co. 1924. 
pp. XVIII, 306. 

There is less interchange of thought between economists of different 
countries than between workers in the natural sciences. It is not merely 
the language difficulty though that is real: it is also that difference of 
national economic conditions, and the complexities introduced by the 
necessity of becoming acquainted, with an array of new facts. If translations 
were available, however, of standard foreign works, some of the difficulty 
would disappear; with consequent benefit to the science. We may 
especially welcome, therefore, the enterprise of the Royal Economic 
Society, which has utilised its funds to make the issue of this translation 
of Professor Knapp’s treatise possible. 

The first edition of this book in German appeared in 1905 ; and after 
the war successive editions appeared in 1918, 1921 and 1923. This 
translation has been made from the fourth edition ; but, of the four long 
chapters, of which the original consists, the last—a historical review of 
currency changes in several European countries—is omitted; as also the three 
appendices. The three chapters published in this book give its substantial 
proportions. They are entitled “Payment, Money and Metal”, “Currency 
within the Home Country” and “Monetary Relations with Foreign Countries”. 

The State Theory of Money is entirely different from other treatises 
and text-books on money and exchange. The author $ object was to build 
a formal science by logical deductions from observed facts, incidentally 
clearing away all popular misconceptions as to the nature of money and its 
relation to credit. A remarkable innovation is his invention of a complete 
new terminology for the science of money, which science he calls lytrology. 
As in mathematics and each of the natural science a precise terminology or 
nomenclature used internationally is of vital importance to the progress of 
the science, so should there be in economics a terminology which, from 
being invented ad hoc, would be entirely free from ambiguity, and which 
would be a great aid to clearness of thought and expression. The author 
has derived his new terms mainly from Greek roots, for they would thus be 
suitable for adoption in any language with modified terminations and 
pronunciation. 
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The evolution of an exact terminology in Economics is eminently to be 
desired: and perhaps the.author is right in thinking that someone must show 
the way and make a clear start in one portion of the field. Nevertheless 
it must be confessed that the multiplicity of new terms is forbidding. 
first chapter is unintelligible until one has learnt their meaning. For 
i^ance auhhylhm means the circulation of any commodity by weight or 
measure as a medium of exchange on account of its intrinsic value, and 
du/ome/oZ/rsm is the special case in which the circulating material is a metal— 
as silver or copper in bars or lumps. Any means of payment, be it coin or 
paper which circulates on account of the authority of the State, and which 
is usually known as legal tender money, he calls charial money* Later on 
wc read of exodromic and pantopolic conditions affecting the rate of 
foreign exchange. 

The book suffers from repetitions due to a rather pedantic attempt at a 
logical formality of statement. Hence the first chapter is tiresome reading. 
The new terms once they are mastered, however, admit the reader to much 
sound thinking and some very interesting matter, in the later part of the book. 
In the second of the three chapters all known currency systems are described, 
analy.sed and labelled in the author's new terminology. It is satisfactory 
to note that the important distinction between payments which are made 
between private persons, and payments in which the State enters as receiver 
or payer is clearly made. Payments made by the Stale are termed 
apocentric. 

The third chapter uhe last in this translation) is devoted to an exposition 
of foreign exchange ; and deals with the causes governing the exchange rate 
between countries having the same standard, and between gold and silver 
standard countries. -This is the most readable part of the book, being less 
burdened with formalism and new technical terms than the preceding 
chapters. Numerous examples from the currency history of the nineteenth 
century are given, some of which do not figure in the well known English 
text'books. The history of the Indian exchange from 1857 is traced; and 
the author's conclusions should be of special interest to students of this 
subject. ' 

The author's contention is that the exchange between gold and silver 
using countries was not determined, as many writers have supposed, mainly 
by the conditions of supply of gold and silver, and of the industrial demand 
for the latter. In other words the price of silver in terms of gold was not 
determined, like the price of lead, by the equilibrium of demand and supply 
for purposes other than currency. He points out that ah exchange rate is 
determined ''pantopolically that is by the sum total of trade attef business 
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operations, and moods or feelings in regard to them which arise between 
the country in question and other countries^ including directly or indireetly 
the residts of the production, and foreign demand for, the precious metals* 

mere fact of an enormous production of silver from mines in a silver 
standard country could not affect the exchange of that country, if the export 
of silver were effectively prohibited. The author ascribes the fail of price 
of silver in the last two decades of the nineteenth century very largely to 
the facts that Indian Mexico, and other silver countries developed an 
unfavorable balance of indebtedness to gold standard countries- Germany, 
Holland) Scandinavia, and (in 1876) France, had abandoned the silver 
standard for the gold standard. ** India, continuing to buy English 
money with rupees*' we read (pp. 248-9), **lo8t the support it formerly 
had in these countries, with only perhaps Mexico left to it. It could not 
get German, French or Dutch money (with an exchange little affected), 
wherewith to purchase English money. These means of lightening the fall 
of the rupee had disappeared- It was this lessened number of silve/ 
countries which caused the fall of the rupee to have a much stronger eff^xt 
than before, and was the reason of the fall of the London price of silver in 
the second period from 60i pence to 23 pence, while in the first r/eriod 
[roughly 1857 to 1871) the rise was only from 60| pence to 62 pf4ice.*’ 

** In Mexico in the second period the conditions were similar to those 
of India, ft had State loans in the currency of the gold countries and 
railway loans in sterling, large imports from gold standard countries and 
comparatively small production of goods which could be exported to Europe. 
Mexico, therefore, could not support India, but its own peso exchange fell 
from pantopolic reasons in just the same way as the rupee exchange." 

No one will deny that pantopolic causes are decisive; for the term 
pantopolic includes all present components of the balance of indebtedness, 
and anticipated influences. The author is arguing against a narrow view, 
that exchange depends solely on bullion operations and prices. It may be 
suggested, however, that the author has not allowed sufficient weight to 
the lower and lower costs at which silver was being mined and refined 
(by the Pattinson process). The price of silver must have equated itself 
with the marginal cost of production; and even though the total annual 
production of silver was small in ciHnparison with the world*s slock of silver 
currency and bullion, the fact that increments to the world's stock, however 
small, could be made at low cost must have had a deci^ve effect upon the 
market price. 

The State Theory of Money h a work which cannot but contribute 
clear thinking on currency and exchange, even if the agthor^s coUclusioiis 
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in some cases need cautious consideration. It is a pity that the new 
terminology is over-elaborate, and repulsive to the majority of readers. 
There seems to be no likelihood of its gaining general acceptancei which 
a few new terms (or new ideas needing frequent expression might have 
done. It is also to be regretted that the work has not been revised to 
include examples from after-war conditions. A few slight allusions are ail 
that it contains relating to the collossal disorganization of currencies caused 
by the Great War. This means, however, only the loss of opportunities 
to illumine the theories set forth in the treatise, which are in substantial 
agreement, so far as they go. with the generalisations of the foremost 
modern writers on currency. 

H. S. JEVONS. 

'Indict del Mooimento economico Italiano* issued by a Committee of 
experts and published by ‘ Metron ' (Padua) price 70 lire with a 
discount of 30% to subscribers to ‘Metron’. 

Economic indices have for some time been published under the aegis of 
Harvard University and businessmen, statisticians, and others have found 
the information relating to American economic life so useful that the ven¬ 
ture under Professor Persons has been a financial success. The reviewer 
when lecturing last year at Harvard had ample opportunity of realizing 
the importance of such statistical work which has been acknowledged not 
only in the United Slates but in Europe and elsewhere. In England similar 
indices are published by the University of Cambridge and the University of 
London. We have before us an attempt (and a very successful attempt) 
at constructing similar indices for Italy. The Committee which is entrusted 
with the work consists of the distinguished Professor Corrado Gini as Presr 
dent with such well-known names as Alberti, Bachi, and Boldrini, as mem¬ 
bers. Professor Gini whose work in Statistics has been recognised by an 
Honorary Fellowship of the Royal Statistical Society has rtcently been 
called from Padua to Rome where he is Professor of Political Economy and 
Economic Statistics. Professor Pictra of Femara who is also a member of the 
Committee has written the introduction and explainatory memoranda to the 
eleven charts. He has done his work well and we venture to make several 
criticisms of a friendly nature on the first volume. The utility of the charts 
is best stated in Professor Gini*s own words ‘Gli indici del movimento degli 
affari danno all ’ economista it modo di studiare i riimi con eui variano 
i singoli (enomeni economic! e le relazioni che tra dette variazioni inter- 
cedono, permettendo cosi di sottoporre ad una decisiva verifica dei fatti 
teorie da lungo tempo discusse ed offrendo material! per la solida costruz- 
ione di teorie nuove; allnomo d* affari (orniscono, se non delic prevision!, 
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quatito meno indicazioni obbiettivc per orienlarsi nellc sue prevtsioni; 
mettono in grade infine chi ha la responsabilita dell ' economica e della 
finanza pubbiica di vigilare, la mano sul polso, la vita economica delh 
Nazione\ 

The charts cover much ground. Chart I contains curves of paper cir¬ 
culation, the rale of exchange on New York, wholesale price indices, cost 
of living indices, and wages. Chart II has curves of wages, emigration, un¬ 
employment, interest rates and Charts III and IV show the movement of 
financial indices while Chart V gives data regarding liquidations, registra¬ 
tion of companies ; Chart VI deposits, tonnage and postal figures ; Charts VII 
curves of telephone statistics, first, second, and third class passengers, imports 
and exports (in lire and in gold);Chart VIII data of production such as 
sulphur, electric energy, electricity for lighting, tobacco production and 
the consumption of gas and electricity. Charts IX and Xgive miscellaneous 
statistics on banking while Chart XI gives three curves for the United States, 
four curves for Great Britain, and three curves for France showing at a 
glance the main economic indices for these countries. The charts are 
for the years 1919 to 1925. 

The main criticism on this useful pubircation is that it is sometimes 
difficult to see the wood for the trees. A slight re arrangement of some 
of the curves would be a great gain. Some of the most important curves 
four or five in number might be placed on a chart such as Chart XI so 
that one might judge the general economic position at a glance. The 
Committee should be left to select what appears to be for Italy the most 
important curves, and these need not, perhaps, differ greatly from those 
given in summary fashion for the United States, Great Britain and France. 
Another criticism is that one often wishes to consult the statistics on which 
the curves are based. In future issues if the statistics could be published 
on the back of the charts or elsewhere, at least lor the more important 
curves, the utility of the publication should be greatly enhanced. 

These criticisms are meant to be not destructive but constructive. Con¬ 
stant carping is a most unwholesome occupation. The publication is how¬ 
ever, so important that the demand for future issues is likely to be great and 
the data upon which the curves are based would be invaluable to the student 
of Statistics and Economics not only in Italy but abroad. 

G. FINDLAY SHIRRAS. 

''Problems in Business Economics,** By H. B. VanDERBLUE, PH. D- 
(A, W. Shaw Company, Chicago. 1924. Pi*. 631.) 

This book is one of a series entitled “ Harvard Problem Books'’ whi<di 
arc used in the case system of Business Training adopted by the Graduate 
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School of Business administraticm of the Harvard University v^herein 
Dr. Vanderbluc is the Professor of Business Economics. 

The phenomenon of the Business Cycle, the ahernation of trade booms 
and depressions, the periodicity of financial and commercial crises have 
attracted the attention and formed a topic of serious analyses and discussion 
on the part of economists for over half a century now since the time of 
Jevons, but the United States have led the way in demonstrating the possi¬ 
bility of the application of the economic principles developed in the study 
of the business cycle to the actual conduct of businesses, the formation of 
executive judgments and the shaping of administrative policies in a variety 
of business enterprises. And Great Britain does not intend to lag behind 
the United Slates in this respect. 

Prof* Vanderblue's book starts with a concise but illuminating exposi- 
tion of the phases, the causes and effects and the duration of the business 
cycle. It is then shown how it is possible to forecast business conditions 
with the help of a chart like the Harvard Index Chart which gives curves 
for the three important constituents of present-day business, viz., the stock 
market, the commodity market and the money market. The application 
of the theory and data of the business cycle to the planning and control 
of production, sales, purchases, etc., of an actual business concern is convinc¬ 
ingly illustrated by the experiences of a big manufacturing company before 
and afler these new methods came into operation. 

The second pari of the book, which is the biggest part covering 
460 pages, provides material which to the student of business administra¬ 
tion is really invaluable because it presents actual facts and figures relating 
to scores of varied business concerns with a view to making clear 
the actual problems—financial, operating and distributional—which the 
management in each case had to solve and the manner in which many 
of them were solved with the leasons for the decisions. In the case of 
others the question is raised as to how the decision should have been 
taken and why. Altogether it is a delightfully thought-provoking method 
of teaching students how to decide large questions of business policy in an 
intelligent and informed manner rather than in the very expensive ‘ trial 
and error ’ or ‘ rule of thumb ’ method of the old fashioned type. * 

Part III deals with the corrections and modifications necessary in 
making a comparison between the fluctuations in an individual business 
concern and the Index of General Business, and concludes, with an amount 
of statistical information regarding indexes of general business, prices, trade, 
etc,, on which tl^e H^fvard Index Charts are based* 
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The book is an admirable illustration of how very mutually advontr 
ageous it is tor economic theorists and practical business men to co-operate 
genuinely with a feeling of mutual regard and appreciation for the purpose 
of advancing the interests of business and the welfare of the community* 

R. M. JOSH!* 

The Young Delinquent : By CvRiL BuRT: University of London Press, 
Ltd. London, Pp. xx; 643. 

This is a book of abiding human interest. It deals with the psychology 
of juvenile crime. The volume is one of the series of three designed to 
coyer the main forms ol mental sub-normality to be with among the 
young. 

There is an old three-fold division of the mind which distinguishes three 
independent aspects of our common conscious life in intelligence, emotion, 
and character. In considering therefore children whose minds are sub¬ 
normal the author has divided them into three lypes: first, those who are 
sub-normal intellectually second, those who are subnormal emotionally; and 
third, those who are sub^normal morally; or, in single wotds, first ; the 
backward, second, the unstable, and third, the delinquent. In the present 
volume, he treats the delinquent, and proposes to discuss the backward 
together with the dull and the defective, and later the unstable together 
with the nervous or neurotic, in the other two volumes which arc to 
folloy^. It is needless to say that we shall await with interest the coming 
of these promised volumes. 

The book discusses all the various offences to which the young mind 
is generally attracted and tries to analyse them with a view to finding out 
the real causes of delinquency and suggesting remedial measures. It is 
interesting to note that the author after coming into touch with Innumerable 
cases of crime, both big and small, has been able to maintain his faith in 
the ultimate goodness of human nature and has not had his judgment 
perverted like others placed under similar circumstances, whom their 
experiences have led to believe that the young delinquent is somewhat 
of a na^iral species of human kind and therefore beyond redemption. 
That h* has had this close touch is proved beyond doubt by the large 
number of detailed life histories of the various classes of delinquents that 
he has given to illustrate his argument. He has classified juvenile offences 
in six classes and we find that the largest number belongs to two categories: 
(/) the sex offences; and (//) offences of acquisitiveness such as stealing, 
burglary, swindling, and forging. It is refreshing to find that the investiga¬ 
tions of the author, especially oi those cases where young persons have 
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been charged wilh offences of acquisitiveness, have invariably led him to 
the lack of the ordinary necessities of life as the main cause. He has 
come across less than one per cent, of cases where the delinquent has taken 
to his particular line of offence out of mere perversity of nature, and his 
investigations have proved to him that the real cases of born criminals 
are few and far between- It is Society which, by its callous indifference 
to the elementary needs of its less fortunate members, manufactures them. 

The same is true to certain exent of the sex deliquent, although the 
author seems to believe otherwise. The reason why we dare to differ 
from the author in this particular aspect is perhaps to be found in our 
different ideas of sex morality. No doubt, indulgence in sex relations, 
whether with opposite sexes or of the homo-sexual variety, are undesirable 
below a certain age from the eugenic point of view and as such should be 
discouraged. But wc are not prepared to class them as an offence and to 
brand the offender as a criminal. The whole idea of morality is a relative 
one. What is classed as immoral in one country or in one society is 
classed as moral in another, if a Hindu in India marries his cousin, Hindu 
society would be sure to brand him as an offender of the first water, 
while marriage between cousins is a well recognized practice among 
Christians and Muslims and is given moral and legal sanction. In our 
everyday society as constituted at present on individualistic lines, sex 
association with a person other than a married wife or husband is con¬ 
sidered immoral, and under certain circumstances it constitutes an offence. 
But if we were to change the basis ^of our social organization from the 
individualistic to the communistic the whole argument for classing such 
sex offenders as criminals would disappear. Our whole purpose in bring¬ 
ing in this rather lengthy interlude is to suggest to the author of this other¬ 
wise very interesting and useful book that he, as a scientist, should not at 
least lend his support to this classing as criminals those who are only 
offenders against the existing system of social organisation. Science should 
be above parties, classes and social orders. 

The author by bringing out this volume has done a real service to 
humanity. Just as the study of the mentally deficient has advanced both 
our knowledge and our teaching ol the average boy and girl, so we are 
convinced that this study of the psychology of the young offenders will 
throw a great deal of light upon the daily disciplinary problems of the 
class-room and upon the conduct or misconduct of the difficult child. The 
lawyer, the psychologist, the medical man, but above all the teacher and 
the social worker will find this book lull of interest and suggestive of many 
useful hints for his work. To such we recommend it for careful study. 

B. G. BHATNAGAR. 
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England in her days of Peace, By Eleanor DoorLY, M. A., 

(London,) HeadmistreBs of the Iwickenham County School (George 

Philip and Son Ltd.) 

This is one of the volumes of the New Era Library which “ represents 
* an attempt to meet the demand on the part of the general reader for 
works which are, frankly, merely introductions to a subject and not indiges¬ 
tible tabloid primers .In these days it is necessary for the man in the 

street to know a little of many things. Our aim is to present * that little * 
in such a way that it is easily assimilated ” Judged by this test the authoress 
has been eminently successful. She has produced a very readable little 
volume of less than 250 pages which gives an interesting picture of 
English life at various periods with a brief but very interesting account of 
the important development in the different spheres of life. Thus in it we 
get a good account of the life of boys in schools attached to the early 
monasteries the ideas of the masters as regards the education of the young. 
“ They are perverse and incorrigible ; day and night. IVe cease not to 
chastise ihem, yet they daily grow worse and worse.” But Bishop 
Anselm to whom this was addressed had a more human and modern idea 
of education. He told the school master ye so hem them in on every 
side with terrors, threats, and stripes that they can get no liberty, 
whatsoever ; wherefore, being thus indiscreetly afflicted, they put forth a 
tangle of evil thoughts like thorns, which they so foster, and bring to so 
thick a growth, that their obstinate minds become impenetrable to all 
possible threate for their correction.. Hence it cometh to pass that, 
permissing in you no love for themselves, no pity, no kindness, no 
gentleness, they are unable henceforth to trust in your goodness, believing 
rather that ail your works are done through hatred and envy against them. 
But as the authoress says ” it did not convert the world. The rod continued 
to be given at the University, to the master of grammar at his ordination, 
as the very sign of his office, and it was part of the ceremony that he should 
publicly beat a boy.”. 

Again in Chapter XV she discusses the mind*s amusements and says 
”The drama, which perhaps, in the end, maybe counted the chielest honour 
to Elngland*8 name, sprang suddenly from those humble beginnings to heights 
that in ho land, except Greece, have been surpassed. All men have tried 
to find a cause for the sudden glory of the Elizabethan time.” Then she 
goes on to give the different explanation of this phenomenon. 

1 shall close my quotations with part of a long letter written by a 
boy at Eton to his elder brother. “Right reverend and worshipful brother, 
after all duties of recommendation, I recommend one to you desiring to 
hear of your prosperity and welfare, which I pray God long to continue ; 
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letting youwcel that I received a letter Irom you in the which was sixpence 
With which / should huy a pair of slippers ... He goes on lo say that 
he wishes to marry. ** This time he has seen the girl and her brother tells 
him that the money and plate are ready but no income until after her 
mother’s decease^'. 

These questions will show how eminently the authoress has succeeded in 
her task for she modestly claims “ It merely draws a boy’s or girl’s 
attention to a variety of subjects which have seemed interesting or little known 
or meet to be looked into ” It is a book that many grown-ups would like 
lo read and read with profit. Our University students of Economics, 
specially those who have to study Economic History of England should 
read the book through a«d especially the chapters of Feudal times ; Life 
in the Country ; The peasants revolt; The town ; Wool; The Poor Law’; 
Enclosure again; The industrial revolution ; Roads and Ships. 

S. G. 

Railway Transportation—Principles and Point of View, By SYDNEY L 
* Miller, PH.D., published by A. W. Shaw & Co. 

This book contains an exhaustive treatment of the various phases of 
Railway transportation and it may confidently be recommended even to 
students who have made an advenced study on the subject. 

This book has four parts besides an introduction. The introduction is 
devoted lo the discussion of nature, scope, significance and early history of 
transportation. Part I treats of the development of the American Railway 
net work. Part 11 deals with the services rendered by railways. Part III 
is mainly devoted to the treatment of the Economics of Railway Enterprise. 
In Part IV we find a discussion of the problem of the regulation of railways. 

In treating the different topics enumerated in the previous paragraph 
Dr. Miller has presented the facts with such thoroughness and lucidity that 
it is hardly possible to find fault with them. 

In dealing with the early history of the railways, the author treats of the 
various difficulties which the railways had to face, difficulties in the shape 
of mechanical imperfections, public opposition and the opposition of rival 
interests. No doubt the railways have overcome to a large degree the 
difficulties which they had to encounter in early days, but, nevertheless, the 
”railway problem”, as the author points out,—”of which valuation, labour, 
rate of return, efficiency, and government regulation versus operation are but 
a few phases,—is now no less important than it was in. the days of the 
railway pioneer, nor is it less complex 

In dealing with the spread of the American Railway net, the author 
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rightly emphastzee the importance of the huge land grants and donations made 
totheetrly railways by the public authorities which greatly increased 
the American railways mileage during the latter half of die nineteendi 
centiary. Large sums of capital were invested in railway construction 
between 1650 and 1870 and furdier increase in railway capital was checked 
only by the panic of 1873. Huge land grants, which were made in early 
days, could not all be utilised by the railways. The result was that certain 
Forfmture Acts were passed which took away the lands that could not be 
used by the railways for their own purposes. 

In dealing with the services rendered by railways, the author discusses, 
in detail, the administrative organisation of railway,—their freight and 
passenger services. In the chapter on Economioa of Railway Enterprise, 
Dr. Miller carefully discusses the problems of Capitalisation, revenues, 
expenses and dividends. The theory and practice of rate-making have been 
discussed fully in this connection. 

In treating of the problem of railway regulation, the author deals with 
the bases of Railway Regulation and the agencies through which such regu¬ 
lation is generally enforced. In addition he mentions in some detail the 
regulations that have been attempted both by State and Federal authorities 
in the United States of America- At the end of the book the Transportation 
Act of 1920 comes in for discussion and criticism. 


M. K. GHOSH. 
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THE GOLD STANDARD AND THE GOLD 
EXCHANGE STANDARD 

BY 

P, A. Wadia, 

Professor^ Wilson College^ Bombay, 

After a prolonged and varied experience of a somewhat trying 
character the world in matters of currency had settled down by the 
beginning of the present century to the creed that the soundest 
system of currency is an effective gold standard. Silver which upto 
the third quarter of the 19th century had preserved its claims 
along side of gold as a monetary standard was abandoned subse¬ 
quently by one country after another, and reduced to the position 
of token currency. The only countries which before 1914 did not 
possess a gold standard were China and India, the latter having 
drifted into a currency organisation which was later on to be 
exalted into a scientific system, by a few thinkers who urge it to-day 
as a model to be copied by other nations. The gold standard as 
it existed before the War rested on a few simple principles. The 
sole legal tender money consisted of gold and of substitutes which 
were convertible into gold at the option of the holder. These 
substitutes, whether they were bank-notes or cheques, circulated 
freely from hand to hand in enormous quantities, because of the 
general confidence in the public mind that, whenever gold was 
wanted for internal purpose's or for export, it was readily available. 
Thus a gold standard in the pre-war days meant that all the money 
used as currency was ultimately convertible into gold. The gold 
standard secured for the country that had it two great advantages, 
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the essentials, one may call them, of economic well-being* They may 
be regarded, when taken together, as the criteria of a sonnd mome- 
lary system. Firstly the gold standard secured stability., oi ,prices 
within the country. No monetary system can ever secure absolute 
stability in the price level and even if such stability were practice* 
able it would be undesirable from the point of view of economic 
progress. Absolute rigidity in price level would be a mark of 
stagnation and therefore of deterioration. A society is a living 
organism, and though violent fluctuations over short periods 
may be undesirable, the prevalence of a rigid price level would 
be evidence that the society in question was losing a stimulus 
to progress rather than that it had reached an ideal economic 
condition. But the gold standard secured a relative stability of 
prices within the country over long periods as well as over short 
periods, which no other monetary system had secured It prevented 
those violent fluctuations which are so injurious to the growth of 
economic well-being and which sap the very foundation of economic 
prosperity by undermining men’s confidence in the purchasing 
power of the monetary standard on which all contracts for the sale 
and delivery of goods ultimately depend. The fluctuations in price 
level that occurred under the gold standard in the hundred years 
before the War, for example, in Great Britain ‘‘were not much more 
than a ripple on the surface as compared with tlie tidal waves of the 
war and after-war period.” 

The gold standard also secured stability in the price level of all 
countries which rested on a gold basis, and therefore secured 
stability in the foreign exchanges. The adoption of a common 
material for use as standard of values and as medium of exchange 
by the great trading communities of the world secured that inter¬ 
action of prices the world over which links the nations together by 
common economic interests, and makes trade between countries as 
easy and natural as trade between different classes and sections 
within the same community. Any violent rise in a single country 
involved as a consequence a disturbance in the balance of trade, an 
excess of imports over exports, and a ‘temporary dislocation of the 
exchanges leading to the export of gold. With an effective banking 
organisation, even the apprehension of a situation like this led to the 
contraction of credit, and a correction of the price level which 
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brought about an adjustment or a re adjustment to world prices. 
Before the War gold had thus become an international currency by 
reason of the fact that everywhere in the world people wanted gold 
and were as a matter of fact ready to accept gold under any circum¬ 
stances and gold as a standard of values adequately fulfilled all the 
important functions of good money—it secured stability in the level 
of prices within the country and fostered trade and commerce by 
stability in the foreign exchanges,—in other words by giving 
stability to the purchasing power of a standard weight of a well 
defined money material the world over. 

When the War broke out, it brought with it some of the most 
serious monetary problems that face the world to-day. It was 
obvious that the enormous costs incurred by the belligerent countries 
could not be met in gold ; but instead of mainly relying on um 
funded or long term funded loans financiers and statesmen resorted 
to enormous issues of inconvertible paper money which destroyed 
the existing currency systems, which changed in a violent 
fashion the value of the monetary unit in which all g(X)ds are 
priced and all contracts drawn. This radical divorce between the 
paper money in actual circulation and the gold basis on which it had 
hitherto rested involved in the case of all countries except the United 
States a legal prohibition on the export of gold ; it was not till April 
1924, that Sweden reverted to a free market in gold, to be followed 
by Great Britain in May 1925, and by some of the South African 
colonies. These conditiems brought about phenomenal fluctuations 
in the foreign exchanges, a complete dislocation of trade and violent 
disturbance in the internal level of prices in each country. Instability 
in prices has discouraged savings, especially at a time when the need 
for capital is urgent. Business cannot thrive when buying and 
selling have to be carried on in terms of a unit which changes in 
value from month to month. The dislocation of the foreign 
exchanges has been one of the principal obstacles to economic 
reconstruction. 

The problem that faces Europe to-day is the problem of securing 
stability in the level of prices, in other words in the purchasing 
power of the monetary unit within each country, and stability in 
the foreign exchanges which would restore confidence and fostef 
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commerce. It is also recognised that stability in foreign exchanges 
would inevitably result upon stability in the internal purchasing 
power of the monetary unit. It is, in other words, the old problem 
of restoring a sound monetary system to the countries that were 
deprived of it under the stress of war. 

How is the restoration to be effected i Is it to be effected by a 
return to the gold standard, with a greater economy in the use of gold 
for the purposes of internal circulation than was possible in the 
pre-war days } Or is it to be effected by the definite abandonment of 
the gold standard, and by the adoption of a more “scientific'' standard 
based on index numbers such as Mr. Keynes in England is advocating 
in the face of banking opinion and even of economic thought the 
world over ? Gold may be, from the standpoint of Mr. Keynes a 
barbarous relic, but even Mr. Keynes has to recognise that his 
“scientific*’ standard can only work within the country taken in isola¬ 
tion from other countries, and that for the settlement of international 
trade balances each country would have to keep in reserve large stcx:ks 
of this barbarous metal. 

The Cimliffe Committee as early as 1919 recognised that economic 
salvation for the world depended on the restoration of the gold 
standard. “We have found nothing m the experience of the war,” they 
observed, “to falsify the lessons of previous experience that the 
adoption of a currency not convertible at will into gold or other 
exportable coin is likely in practice to lead to over-issue and so to 
destroy the measure of exchangeable value, and cause a general rise 
in all prices and an advci’se movement in the foreign exchanges.” 
The fluctuations in the purchasing power of gold, in recent years, on 
which amongst other things Mr Keynes rests his case for monetary 
reform, may have largely resulted from the abandonment of gold by the 
belligerent countries under the pressure of the exigencies of war 
times ; and if these fluctuations have been so great as to lead a few 
people to doubt the advantage of using gold as a standard of value, the 
violent fluctuations in prices resulting from the use of inconvertible 
paper have in their turn made economic thought and public opinion 
welcome with eagerness the possibility of returning even to a bad gold 
standard. The Brussels Monetary Conference as far back as 1920 
unanimously recommended that it was highly desirable that the 
countries that had lapsed from an effective gold standard should 
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return to it. Prof. Gustav Cassel speaking in May 1924, before the 
Institute of Bankers in London observed that though he was no 
doctrinaire supporter of gold as a monetary standard, he believed it 
to be the only standard which the world would in practice accept at 
the present time. 

Subsequently, on the report of the Committee of experts to examine 
into the question of the amalgamation of the Treasury and the Bank 
of England note issues, Great Britain in May 1925 established a free 
market in gold. Mr. Winston Churchill in making^the announcement 
about the Government’s decision to return to the gold standard 
observed: “Every expert Committee since the War—Brussels, Genoa— 
every expert Committee in this country, has urged the principle of a 
return to the gold standard. No responsible authority has advocated 
any other policy.” Previously to the decision in the early months of 
1925, almost every banker of eminence in London—Mr. Reginald 
Mckenna, Mr. Walter Leaf, Sir Harry Goschen, Mr. Beaumont 
Pease, declared himself in favour of a return to the gold standard. 
Mr. Mckenna, the Chairman of the Midland Bank went even to the 
length of asserting that at present there is no single nation which is 
now off the gold standard that does not regard the return to it as the 
most desirable of all financial measures. Economic thought in 
England, including Prof. J. S. Nicholson, Prof. Pigou and Prof. Canan, 
to mention only a few, was equally unanimous in favour of the return 
to gold standard, and now we have the report before us of the 
Washington Commission on Gold and Silver Inquiry expressing itself 
in unmistakable terms on the urgency of a restoration of the gold 
standard in countries where it is practicable. “The gold standard is 
desired generally throughout Europe. The introduction of the 
gold standard at the present time is possible in practically all European 
countries.” “In view of the central position in a country’s ecemomic 
life (x-cupied by the currency system, and the importance of having a 
sound currency system, a restoration of the simple gold standard 
will contribute to Ituropean recovery and ])rosperity as almost no 
other single measure will.” 

But whilst economic thought and practice arc agreed about a g(;ld 
standard as being the only sound monetary policy, a deal of confusion 
has to*day centred round the expression “a managed currency.” The 
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experience of the Federal Reserve Board in the United Slates has 
amply demonstrated the potentialities of management under an effective 
gold standard in fact the economic well-being of America has depend¬ 
ed in the past few years solely on the management of reserves 
and the control of credit by the Federal Reserve Banks. In fact the 
history of price movements in America during the last few years 
has amply demonstrated the fact that the federal reserve system has 
sufficient control over credit conditions to regulate price movements 
within substantial limits inspite of the enormous influx of gold from 
year to year. The question between Mr. Keynes and the rest of the 
representatives of economic thought is not the question of a managed 
currency versus a gold standard; it is confined to the definite issue 
of a managed currency resting on a gold basis, with a free market 
for gold, and a managed currency resting on index numbers with in¬ 
convertible paper money for the purposes of internal circulation, with 
a view to mam stability in the internal level of price. The case for 

a managed currency on a gold basis was never presented so clearly 
* 

as by Mr. Mckenna in his speech as Chairman of the Midland Bank 
in February 1925. 

“The gold standard has in existing circumstances great and 
sterling advantages. In the first place it establishes an international 
measure of value, common to the whole world and universally accepted. 
It is automatic in its operation, and it relieves the central banks of 
a responsibility which, notwithstanding our own fortunate experience, 
might not always be discharged with the knowledge and judgment 
indispensable for the prosperity of national trade. It is not, however, 
wholly inelastic. There is still scope under it for an exercise of dis¬ 
cretion by the central institution, as we have seen in the recent 
action of the F'ederal Reserve Hoard... .Hut in the present stage 
of knowledge and feeling now of the greatest advantages of 
the gold standard it is moral effect. A nation will think better 
of itself, will almost regard itself as more honest, if its currency 
is convertible into gold. The fear of being forced off the Gold 
Standard acts as a salutary check on the extravagance of Govern¬ 
ments who might be willing to face a mere fluctuation in exchange 
but would not dare to suspend specie payment/’ 

Great Britain in fact for nearly a century before 1914 rested 
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<m a gold basis; and the development of banking institutions made 
it possible for her during the latter part of that century to econo¬ 
mise the use of her gold resources in internal circulation to a 
phenomenal extent. It is this system to which Great Britain 
desires to revert to-day; she has already restored the gold standard 
in a modified form. The Committee on the amalgamation of note 
issues expressed the almost unanimous verdict of the nation when 
it observed: “ We are satisfied that the assimilation of British 

^‘urrency to the gold currencies of the world is so necessary for the 
ultimate prosperity of British trade that any temporary disadvan¬ 
tages, if such arise, from the measures necessary to maintain parity 
will be many times outweighed."' If to-day Great Britain has 
halted short of an effective gold standard, which guarantees con¬ 
vertibility into gold of ^1 other media of exchange not only for 
external but also for internal purposes, it is because of the fact that 
her gold resources at the present moment are inadequate for the 
double task. The Committee on amalgamation of notes pointed out 
that any considerable flow of gold into domestic circulation would 
necessitate imports of the metal which would place an unnecessary 
burden on foreign exchanges in a difficult period, and that the use 
of gold for domestic circulation was a luxury which could be 
dispensed with and which at any rate during the next few years 
they were not likely to be able to afford. But that the Committee 
contemplated the ultimate convertibility of all other media of 
exchange into gold for internal circulation is sufficiently clear from 
paragraph 46 of their Report which looks forward to the time when 
the gold standard will have been firmly re-established. It is the 
same fear and also the same hope that Mr. Mckenna expressed 
in an address before the Commercial Committee of the House of 
Commons in March 1925 ; “The indispensable condition of a true 
gold standard is that we should have freedom of export, so that 
when a demand is made upon us to pay our foreign debts in gold 
we can do so without leave or license. Convertibility into bullion 
for export is one thing, convertibility of individual notes into minted 
sovereigns is quite another. Until we can afford it better than 
we can now, I would not risk any demand being i^iade for gold 
merely for internal currency purposes.** 

Briefly Great Britain has removed the embargo on gold, but 
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she waits for better times when her gold resources would be ample 
enough to provide convertibility of notes into coin for internal circula¬ 
tion, Be it also remembered that the legal liability on the Govern¬ 
ment to convert notes into coin does not necessarily involve the 
actual circulation of coins in such large-quantities as would justify 
the charge of wastefulness. Great Britain before 1914 econo¬ 
mised the use of coins in internal circulation under an effective gold 
standard, and the ultimate restoration of the pre-war conditions will 
not be incompatible with even larger economies in the use of gold. 
The extent to which any country under a gold standard, with full 
convertibility of all media of exchange for internal as well as external 
purposes, will economise in the use of the precious metal will depend 
on the habits of the people and the efficiency of her banking institu¬ 
tions. 

Now the desire on the part of Western countries like Great 
Britain with gold resources not ample enough to allow of the 
free circulation of gc^d for internal purposes, and with a banking 
organisation and banking habits tliat allow of the utmost economy 
in the use of gold internally, to rest content temporarily with 
a currency that secures a free market for gold without securing 
internal convertibility is easily intelligible. The concentration of 
gold in the United States which holds today more than half the 
amount of monetary gold of the entire world, and the pr>sition of 
the United States as a creditor country, make it difficult to secure 
a re distribution of gold for monetary purposes in those countries 
which arc anxious to revert immediately to a gold standard, l^ut 
inspite of these difficulties the European countries to-day recognise 
the desirability of reverting to the gold standard, and there are 
reasons to believe that the prospects of re-distribution of the 
workVs gold lesources making it ultimately possible for all countries 
to enjoy the advantages of an effective gold standard are not so 
gloomy as they are sometimes described. In the first place a 
considereible part of the holdings of gold by the United States has 
been in the shape of additions from new production during the last 
four years. In the second place most of the countries of Europe 
to-day have substantial gold reserves, to serve as a basis for the 
restoration of the gold standard. Thirdly general production in 
Europe in the next few years will not be as great as it might be in a 
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more distant future, when conditions return to the normal, with the 
result that in the immediate future the demands for currency and 
credit will not be as great as later on. And lastly a return to the 
simple gold standard by the European countries may facilitate the 
re-distribution of some part of the concentrated gold by making it 
flow to the market where it has greater purchasing power. 

The increased use of substitutes for gold for the purposes of 
internal circulation, and the practice on the part of countries that 
are normally debtor countries of keeping a part of their gold 
reserves abroad for meeting demands for gold for export purposes, 
have led some representatives of economic thought to define a new 
system of currency which they call a gold exchange standard and to 
regard it as eminently “ Scientific It resembles to some extent 
the even more scientific system which Mr. Keynes advocates in his 
“ Tract on Monetary Reform But there is this fundamental 
difference between the managed currency’" of Mr. Keynes and 
the gold exchange standard, that whereas the primary object of the 
gold exchange standard is to secure stability of foreign exchanges, 
the primary object of the scheme outlined in Mr. Keynes’ book is 
to secure stability of internal prices. 

Even before the War in his “Indian Currency and Finance*" 
Mr. Keynes indicated the fundamental principle of a sound system 
of currency as below : “ The currency problem of each country is to 

ensure that they shall run no risk of being unable to put their 
hands on international currency when they need it, and to waste as 
small a proportion of their resources on holdings and actual gold is 
compatible with this.” So also Mr. Keynes contends in the same 
work that “as long as gold is available for payments in international 
indebtedness at an approximately constant rate in terms of the 
national currency, it is a matter of comparative indifference whe¬ 
ther it forms the actual national currency.” It is the same principle 
which the Chamberlain Commission, of which Mr. Keynes was a 
member, lays down as the cardinal feature of the gold exchange 
standard in India, namely “ absolute security for the convertibility 
into sterling of so much of the internal currency as may at a moment 
be required for the settlement of India’s external obligations.” It 
may be noted, however, that so far as India is concerned this cardinal 
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feature of the gold exchange standard does not exists for there is 
no legal obligation on the part of the Government of India to con¬ 
vert the rupee into sterling. The advocates of the gold exchange 
standard who desire to support its intrinsic merits by appealing to 
Indian experience have never realised the weakness of this appeal 
to the experience of a country that has never had an opportunity of 
working the gold exchange standard under the conditions and legal 
provisions which they consider to be of the essence of such a 
standard. 

If Mr. Keynes is to be taken at his word, the only purpose of a 
sound currency is to secure fixity of foreign exchanges, and to 
provide facilities for payment of foreign debts. Now any one who is 
familiar with the elementary principles of currency knows that a 
sound system of currency fulfils certain indispensable objects and 
satisfies a few basic needs of economic life. It supplies a standard 
of values, offers a universally acceptable medium of exchange, 
serves as a standard for deferred payments and as a store of values. 
All these objects can be summarised in the statement that a sound 
system of currency secures relative stability in the level of prices, 
or relative stability in the purchasing power of the monetary unit in 
terms of commodities. In the work to which we have referred 
Mr. Keynes makes fixity of foreign e.xchanges and an adequate 
provision to meet foreign obligations the be-all and end-all of a sound 
monetary system But on his Tract on Monetary Reform ” he 
rightly gives up the earlier view and now maintains : “ Stability of 
exchange is in the nature of a convenience which adds to the efficiency 
and prosperity of those who are engaged in foreign trade. Stability 
of prices on the other hand is profoundly important for the avoid¬ 
ance of the \'arious evils which he describes elsewhere. The one 
merit that is claimed for the gold exchange standard is that it secures 
stability of foreign exchanges, and now Mr. Keynes admits that this 
is only a convenience to those engaged in foreign trade, and not of 
profound importance to the soundness of a monetary system. 
Mr, Keynes now recognises that we should have as our object “ the 
stability of internal prices and the adequacy of internal credit to the 
requirements of our own trade and industry.” His pressing concern 
is with short peruxl fluctuations in prices ; he is absorbed in the task of 
mitigating the course of unemployment; and he believes that that 
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** managed ” currency with token money of some kind for internal 
circulation will answer that purpose far more effectively than a 
** managed gold currency. 

It is then difficult to fix clown the advocates of the gold exchange 
standard as to the nature of definite advantages which the claim 
would result from its adoption. Mr. Keynes is now prepared to 
admit in the light of Indian experience that stability of foreign 
exchanges is not so important as stability of prices. A free market 
for gold would mean violent disturbances in price level; and Great 
Britain should not expose herself to storms merely for the conveni¬ 
ence of a fixed rate of exchange with the dollar.” If the experi¬ 
ments made in India between 1900 and 1919 be said to be experi¬ 
ments in the form of a gold exchange standard, then the'claim made 
on behalf of the system that it stabilises the foreign exchanges has 
to be definitely given up, as the system broke down whenever it 
was seriously tested. The Brussels Monetary Conference in the 
course of deliberations that has behind them the experience of the 
war pericxl expressed the view that ‘^attempts to limit fluctuations in 
exchange by imposing artificial control on exchange operations are 
futile and mischievous.” 

Is it, then, claimed that credit control with a token circulation 
for internal purposes secures stability in the levelled prices ? That 
is the claim on which Mr. Keynes now lays the greatest stress 
Mr. Mckenna put the (obvious rejoinder to this claim in a nutshell 
when he pointed out that the fear of being forced off the gold stand¬ 
ard acts as a salutary check on the extravagance of Governments 
with a token currency entirely controlled by a human agency however 
wise and far-sighted, there is always the temptation to over-issue 
*Mr. Hilton Young, who is now on the Indian Currency Commission, 
expressed himself in words that can bear quoting, only as late as 
January 1925: “Were there any human authority, perfectly wise, 
perfectly impartial, and omniscient, it might no doubt be a gcxxl 
thing to charge that authority with the duty of actively promoting 
stability by interfering with currency and credit to the extent* 
necessary to counteract the natural influences that make from time 
to time for fluctuating prices and exchanges. But no such authority 
can be found, and under the circumstances it is best for Governments 

* This article was written wfien the commission was still silting, Mg. Ed^ 
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to leave the thing alone, and to devote themselves to that task which 
provides ample scope for all their energy and ingenuity, the task of 
spending no more than they have got, and of getting no more than 
they need to spend/’ But Mr. Ke)mes, as we have already indicated, 
is concerned not with the long run value of gold, but with short period 
fluctuations. Is he not sacrificing the security that a gold standard 
may afford in the long run in the shape of a relatively stable price 
level, to a security of a doubtful character against short term 
fluctuations ? We say oi a doubtful character, because index members 
can never be a safe guide in determining prices, and may be easily 
manipulated by political parties for purposes other than regulation 
of a stable level of prices. A managed currency based on index 
numbers has this great disadvantage that it may disguise the realities 
of economic conditions and lull the country into a sense of security, 
where a gold standard may make us more keenly alive to our weak¬ 
nesses. 

We have already maintained that a managed currency such as Mr 
Keynes advcx^ates in his “ Tract on Monetary Reform,” can be equ¬ 
ally mismanaged; inflation has always been an easy mcthixl of secur 
ing revenue when other methods fail; and the experience of the War 
bears ample evidence to the case with which even countries rest¬ 
ing on a gold basis yield to the temptation. A safe but defective 
currency is far better than a more logically consistent currency 
with powers of control vested in finance ministers. But a gold 
exchange standard is even worse than Mr. Keynes’ “ managed cur¬ 
rency,” because it primarily aims at fixity of exchange, and gives up 
all control over the internal level of prices In the case of India with 
her normally favourable balance of trade, and with the exchange fixed, 
world prices immediately re-act on Indian prices, so long as the trend 
is in an upward direction. But there is no provision for the con¬ 
traction of currency under the gold exchange standard as it operates 
in India with the result that prices as a rule tend to be higher in 
India than in the rest of the world. Mr. Keynes wants stabilisa¬ 
tion by credit control and he proposes to secure it by his monetary 
reform ; the gold exchange standard aims at fixity of foreign 
exchanges and sacrifices stability of prices ; both may fail, but the 
objects of both may be secured by a gold standard, as experience 
has shown. 
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Can Indian experience be of use on this question ? Between 
1900 and 1914 when the country was drifting into the gold 
exchange standard Indian prices showed an upward tendency far in 
excess of the upward trend of prices in the rest of the world. 
Even Mr. Keynes in 1909 had to admit that “ a comparison with 
Sauerbeck's Index Number for the United Kingdom shows that the 
change in India is much greater than can be accounted for by 
changes occurring elsewhere.** The gold exchange standard if it 
did exist in India between 1900-^1914 made the whole internal 
currency incovertible with all the accompanying evils of over-issue 
and inflation of prices. But Mr. Keynes urges that India has 
secured, after theWar, the advantages of a relatively stable level of 
internal prices. In the first place Mr. Keynes himself admits that 
this was brought about more by chance than by design. In the 
second place this alleged stability of prices in India is partly mis¬ 
leading, as it is the result of a comparison with countries that had 
over-issued paper money and suffered from the violent fluctuations 
in price level. And whatever relative stability of price level India 
possessed during the years after the War was due to the restrictions 
of currency by Government with the view to maintain a higher rate 
of exchange. 

Briefly the gold exchange standard may be good as a temporary 
expedient for countries that cannot afford the luxury of gold for 
internal speculation ; but the gold standard combined with an 
effective banking organisation offers all the advantages of economy 
of gold without any of the corresponding disadvantages. It has 
been urged on behalf of the gold exchange standard that it econo¬ 
mises the use of gold. Strangely enough Indian experience 
distinctly points in a contrary direction. We have been reminded 
figain and again of late of the enormous appetite of India for gold, 
and the phenomenal imports of gold into the country during the last 
two to three years have led a few doctrinaires to sermonise about 
the encouragement to this prfx:ess of absorption, which a gold 
standard would give. What is forgotten by those who talk in this 
vein is that it is the gold exchange standard that is responsible for 
this enormous wastage of gold from year to year ; so long as people 
in India have no confidence, such as the gold standard alone can 
inspire, that they would get back the gold that they part with 
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whenever they require it, this process of wasteful dispersion of her 
gold resources will continue and the only way to economise gold 
in India and to prevent the dispersion of these gold resources is to 
give to the country a gold standard. 

The main vice of the gold exchange standard is the vice common 
to all forms of inconvertible tokens—namelj the temptations to over¬ 
issue and the dangers of inflation. It thus defeats the fundamental 
object for which its advcx:ates desire to intrcxluce it—stability in 
price level, credit control by inconvertible tokens is advocated for 
the purpose of stabilising prices ; but it places t(x) great a power 
in the hands of weak mortals, and it pre-supposes a wisdom and 
insight far beyond the reach of human beings. Even if credit 
control of this type stabilises prices, it may secure a dead level of 
prices, preventing the slowly moving upward trend of prices which 
is associated with expanding trade and with an increasing supply 
of gold 

The gold standard may not be a perfect measure of value ; we 
doubt if such a perfect measure were attainable—a measure of value 
absolutely rigid, a unit whose purchashing power in terms of com¬ 
modities never varied over short periods or over long periods— 
whether it would be desirable. But so long as nine people out of 
ten in every country think the gold standard the best it is the 
best.” Its value can only change slowly, because of the enormous 
volume available for use, and because of the variety of uses to 
which it can be put. The tenacity with which every nation in the 
world clings to its stock of gold is an indication of the fact 
that all who are off the gold standard would return to it as the 
most desirable of all financial measures, and those who advocate 
a gold exchange standard for a country like India, uhich with its 
normal favourable balance of trade can attract sufficient quantities 
of gold, might well pause to-day before they finally commit the 
country to a currency system that is theoretically unsound and so 
pregnant with the possibilities of abuse. 



OPIUM IN INDIAN STATES 

BY 

Rao Bahaduk, Sardar M. V. Kibe, 

Indore. 

How and when opium was imported into India is uncertain; 
that it is an exotic in this continent is undoubted. History relates 
that as far back as the ist century of the Christian era poppy culti¬ 
vation was flourishing on the Eastern Coast of the Mediterranean 
Sea. It is still the producer of the best opium in Asia Minor and 
Persia.. 

It may be surmised that the Arabs who traded between India 
and the countries on the borders of the Mediterranean Sea over the 
isthamus of Suez brought it to India. It is characteristic that 
among the European nations the Dutch were the first to trade in 
opium. 

The course of poppy cultivation in India was through Kathiawad 
and Gujrath, which countries were the first to introduce it and the 
first to give it up, fiom where it spread to Rajputana and Central 
India, where it seems to have made its home since the ist century 
A D. Since then it became an indispensable drug to people fijr 
local use as well a^ for foreign trade. 

Aurangzeb, with his religious zeal for suppressing traffic in all 
intoxicants, tried to smother the opium traffic, but it had reached the 
Emperor’s harem and had become indispensable to his subjects. 

Whatever be the virtues or evils of opium, it is certain that 
during the regime of the latter Mughals a flourishing trade was 
going on with China in this drug through the Portugese ports of 
Daman and Div on the Coast of Gujrath. It is noteworthy that 
along with Japan and France, Portugal is one of the three or four 
chief exporters of Indian opium. 

The cultivation of opium had also spread to the lower part of 
the Gangetic plain and Bihar. When these came under the English 
East India Company, that body of keen merchants and traders at 
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once perceived the value of opium and took the China trade in its 
own hands. It began to cast jealous eyes on the export trade of 
the Central Indian opium, but as the latter was under Indian 
States and had direct access to the sea, the Company and its 
successor had to work for a little more than a century to completely 
succeed in securing the mastery in the trade. 

Quite in the begining of the 19th century the India Government 
succeeded in introducing a wedge between the Portugese sea ports 
on the Western Coast and the Central Indian States by directing 
the G<jvernment of Bombay to prohibit the transit of this opium 
through its jurisdiction. This was in 1805. By 1818 the India 
Government'had secured all coast districts except Sindh and had 
also assumed the protectorate over the States of Kathiawar, Raj- 
putana, Central India and others. By reason of their having driven 
a wedge of their territory between the Foreign ports, they were able 
to shut out the export of opium from Central India and Rajputana 
by way of the the western sea coast, except Karachi, which was 
then under the independent kingdom of Sindh. The trade route 
to it, however, was circuitous and had to pass through many states, 
every one of which levied transit duties, and thus placed a great 
handicap on the export of this opium. 

In 1820 treaties were made with Baroda and other States to 
restrict the cultivation of opium in their States and to prohibited the 
transit of opium through their terretories. The opium tiade was 
thus greatly handica[)ped. The India Government entered into 
further treaties in 1826 with some of the chief growers of opium in 
Central India. By these treaties, which were made in 1826, 

(1) The India Government undertook to purchase a certain 
quantity of opium from every State at a fixed rate. 

(2) The States were made to agree to produce only a certain 
quantity. 

(3) Export to other than the agents of the India Government 
was prohibited and local consumption was allowed only through 
registered vendors. 

Those States which feared that they would otherwise lose even 
what income they derived from this valuable drug, as so many 
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handicaps were placed on its export, agreed to the treaty. But 
some other States of Rajputana and Central India preferred to take 
the circuitous route to Karachi and declined the offer of the India 
Government. This led to discontent on the part of-the States which 
had agreed to receive a fixed price for their product as the other 
people continued to make larger profits. The India Government, 
therefore, abrogated the treaties. 

They then tried the method of levying lesser transit duties 
themselves than what the trade had to pay by the route to Karachi. 
This was done with the object of inducing the export of opium 
through British ports at the cost of Karachi. And this device 
completely succeeded. 

This transit duty began with Rs. T 2 S per chest of 14O Sbs in 
1829. It seems to have been kept at that figure between 1835 
to 1842. But when vSindh was annexed, and later the Punjab, there 
was no reason to keep the duty so low. So from 1843 it began to 
rise and in 1861 it stood at Rs 700. During this interval the 
British Government had finished the Opium War with China and had 
secured not only a market for Indian opium but established a mono¬ 
poly of trade with her. 

However, the Central Indian trade was not able to bear the bur¬ 
den of Rs. 700 per chest and apparently, the so called Bengal opium, 
the sole property of the Indian Government, vras not able to supply 
the entire demand, so the duty was reduced to Rs 600 the next 
year and continued at that figure, until other factors came in, when 
in 1909 it reached the high and prohibitive figure of Rs. 1,200 per 
chest for such exports as are theoretically allowed but practically 
denied. 

For the purpose of realising this transit duty and for issuing 
passes for the transit of opium through British territory, scales 
were established at selected centres in Central India (including 
Rajputana). Such wasJ;he solicitude of the Indian Government to 
direct the opium traffic to its ports on the Western Coast that a trunk 
road from Agra to Bombay was commenced in the year 1820, and 
the Indian States were asked to contribute towards its construction 
on the plea that their opium trade would benefit by it. The benefit, 
however, was largely on the side of the Indian Government which 
3 
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derived the transit duty on over 14,000 chests \ie C?/ ^.part from 

the advantage it secured from the military po^^xpc*^^ 
construction of this road. Mndt* 

When the Indian Government secured the China market lU^d began 
to look to its own monopoly in opium in Bengal It obtained riidk 
revenue from it for the following reasons :— 

(1) Central India opium, before it reached the hands of the 
merchants at the sea ports, had to bear transit burdens from which 
the Bengal opium was free. 

(2) Rulers of Indian States in which opium was grown taxed 
it by high rates of land revenue and by other ways. 

{3) When it passed through the territory of other States it 
had to pay transit duties to them. 

(4) Local merchants secured a handsome profit. 

But owing to some facilities and its intrinsic superiority, Central 
India opium began seriously to compete with Bengal opium which 
was the monopoly of the Government of India. 

In order to check or at any rate to balance the competition 
between the two, Government of India thought it fair to use its 
powers to tax the export trade in opium of the Native States of 
Central India. This was, of course, contrary to ordinary free trade 
principles. Whether it was done purely from a revenue motive does 
not effect the question, for the result on the Malwa trade must have 
been repressive, ‘T think myself,'' wrote Sir Jamees Layal “in 
their case we have taken an unfair advantage of our control of the 
sea coast and have levied higher transit duties on Malwa opium 
than ought to have been imposed." 

Another means that wa.s employed to enhance the value of 
Bengal opium was to purchase the Central Indian opium at centres 
in that part of the country and to mix it with Bengal opium for 
export purposes. Means were also taken^ to supply this opium to 
other parts of India where formerly Central Indian opium used 
to go. British provinces were naturally asked to have their supply 
of this stuff from the Gazipur Factory in Behar, but agreements 
were entered into with Indian States for purchasing that opium only 
and when, as late as 1912, the injustice of the gradual stopping of 
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markets for the Central Indian opium was pointed out by those in¬ 
terested in that trade it was replied that each Government was free 
to make arrangements for its own supplies to find markets for its 
trade. All these attempts succeeded so well that while in about 
1840 the export of Central Indian and the Bengal opium was the 
same viz., 17,000 chests, by 1912 they stood at a ratio of i ; 3 and 
that too by the force of the India Government. 

But the real opportunity to stiffle the competition between the 
Bengal and Central India opium came by the philanthropic efforts 
of some noble Britishers to save China from the evils of the opium 
habit. Their first attempt, which resulted in the appointment of a 
Roj-al Commission on Opium, in the last decade of the last century, 
came to nothing. But in the first decade of the present century, 
China awoke and freed itself from its shackles. By 1908 it was 
announced that the opium trade with China will cease within the 
next few years, and a keen competition arose between the two 
trades to send as much of their stuff within the specified period, to 
the China ports, as possible. The Government of India which had 
by now raised its transit duty on Central India opium to Rs. 800 
per chest added a surcharge of Rs. 400 to it. Moreover, the right 
of priority of export began to be auctioned and this brought in a 
large amount of money to the Government of India. 

While these things were going on it was ix)inted out to the 
larger Indian State that grew opium that a few years hence there 
would be no outlet for their stuff, and therefore they had better 
reduce their cultiration to such an extent as would be sufficient for 
their local consumption only. To others it was pointed out that 
they would benefit more by stopping cultivation altogether and im¬ 
porting the stuff, of which they could make a monopoly and so derive 
the highest benefit from it. 

Whether as an inducement to the course described in the prece¬ 
ding paragraph, or as an act of bare justice. Government of India 
agreed to share half the surcharge of Rs. 200 per chest and half 
the proceeds of the auction with the Central Indian States, on the 
basis of their area of cultivation of poppy of a certain number of 
years. This was done and the States received fairely large amounts 
of money. The China trtule came to a close in 1913. As a 
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further act of relief or to more effectively introduce its policy the 
Government of India undertook to purchase for its own use over 
11)000 chests of opium, which remained to be exported in IQ13, 
It was also pointed out to the Indian States that although the proper 
China market was closed yet the market in the Straits Settlement 
could be tapped if they could provide it with oiMess opium, such 
as was the Bengal monopoly opium. 

Most of the Central Indian States accepted the advice as regards 
the cultivation of opium in the future but none of them tried to 
capture the market by producing the oil-less variety required. 
One of the discouraging factors, perhaps, was that the Government 
of India did not agree to reduce its transit duty of Rs. 1,200 per 
chest to a reasonable figure and so it was impossible to compete 
with the Bengal variety owing to this handicap and all lacked the 
enterprise to introduce a new method of collecting the poppy juice 
unaided by the Government of India. 

Two years later came this opportunity. Perhaps the Government 
of India found that the demand for opium in the world was greater 
than its monopoly in opium could meet, and so it entered into negoti¬ 
ations with certain Central Indian States exactly on the lines of its 
treaties with them in 1826, to which reference has already been 
made. Aided by British experts whose services were lent to the 
Indian States and later on by their own officers, to whom training 
was imparted at the British Indian Factories, the States undertook 
to produce oil-less opium for the Government of India which had, at 
last, after a century and more, become the sole monopolist of the 
opium trade of India. Luckily for them it received a great stimulous 
by the stoppage of exports from Turkey, Persia Central Asia, etc., 
on account of the war. 

Theoretically Indian States are free to share in the export 
trade of opium both outside and inside India. But the high 
transit duty of Rs. 1,200 per chest levied by the Indian Government 
which controls the coast, and other consequent regulations make any 
attempts in the direction of finding markets outside India impos¬ 
sible for the Indian States, while the Indian markets have, to a large 
extent, been already monopolised by the Government of India. 
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All the same it should be possible for the Indian States to bring 
the merits of their opium to the notice of the Singapur or other 
markets in the Straits Settlement by selling the stuff there even 
at a loss in the beginning. It wiU find its true level in course 
of time as it is an unmixed stuff of a superior quality. They 
can also put themselves into touch with the commercial representa¬ 
tives of foregin countries in India, without infringing any treaty 
rights, and find markets in those countries. They mostly require 
opium for medicinal purposes and as the morphine content of the 
Central India opium has been found to be high, it should find 
a ready outlet. 

Though the trade is bad, a part of it will always continue on 
account of the high value of opium and its medicinal properties. 
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STATEMENT A 

Regttrding enhancement of duty by Government 


Period. Amount of duty levied. Remarks. 


1818-1830 

1830-1835 

1835-1843 

1843-1845 

1845-1847 

1847-1859 

1859- 1860 

1860- 1861 

1861- i8t Oct. 1862 
t-iO-1862—16-7-1877 
16-7-1877—16-9-1879 
16-9-1879—28-6-1882 
28-6-1882—5- 7-1890 
5-7-1890—1908 
1909 


Rs. 12 per Surat seer 


If 

175 per chest 

>» 

125 

99 

99 

» 

200 

99 

99 

>» 

300 

99 

99 


400 

99 

99 

» 

0 

0 

99 

99 


600 

99 

99 


700 

99 

99 

»» 

600 

99 

99 

99 

0 

VO 

99 

99 

99 

700 

99 

99 

99 

650 

99 

99 

99 

600 

99 

99 

*» 

800 

99 

99 


1910 to 1913 

Export stopped 


Rs. 1,200 
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STATEMENT B. 

Regarding average prices of Government opium per chest 
Year. Auction price per chest Remarks 


1837-38 


539 

1852-53 


1,104 

1853-54 


887 

1854-55 


711 

1855-56 


834 

1956-57 


891 

1857-58 


1,285 

1858-59 


1,487 

1859-60 


1,675 

1860-61 


1,921 

1861-62 


1,600 

to 

average 

1,250 

1878-79 



1879-80 



to 

average 

1,283 

1881-82 



1882-83 



to 

average 

1,225 

1886-87 



1887-88 



to 

average 

f ,097 

1891-92 



1892-93 


1,247 

1906 to 1909 not below. 

1400 

1909-10 


1,500 to 3 , 00(3 

1911 

(up to September) 

3,000-6,300 
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Regarding export of opium from Central India 


Year. 


No. of Chests exported. 


Remarks. 


.1889-90 

10,585 

1890-91 

9,718 

1891-92 

9 , 1 14I 

1892-93 

8,348 

189394 

8,617 

1894-95 

8,818 

1895-96 

7,221 

1896-97 

6,664 


1,601 

1897-98 

5,103 

1898-99 

5.590 

1899-1900 

4,907 

190001 

4,443 

1901-02 

5,778 

1902-03 

4,7675 

1903-04 

4,8445 

1904-05 

4,003 

1905-06 

4,439 

1906-07 

4,303 

1907-08 

8,358 

1908-09 

i, 6 i 9 i 

1909-10 

3,468 

I9I0-II 

2,571 


Year 6-6-89—5-6-90 


from 6-6-97—30-9-97 

♦ 

1-10-97—30-9-98 
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STATKWENT D 

Regarding cxpoiis of Government and Malwa opium 


Year. 

Government chests 

Malwa chests. Remarks 

1852-53 

35.521 

27,111 

1853-54 

42,403 

28,473 

1854-55 

49,979 

24,672 

1855-56 

49,399 

25,999 

1856-57 

42,272 

29,589 

1857-58 

40,128 

39,797 

1858-59 

30,871 

42,000 

1859-60 

35,253 

44,002 

1860-61 

31,263 

40,703 

1861-62 

24,063 

36,000 

1882-83 

56.400 

36,3 27 

1883-84 

54,400 

38,586 

1884-85 

46,698 

39,039 

1885-86 

50,994 

37,677 

1886-87 

54,750 

39,745 

1887-88 

57,000 

34,884 

1888-89 

57,000 

30,^08 

1889-1890 

57,000 

29,029 

1890-1891 

57,000 

28,591 

1891-1892 

56,250 

30,654 

1892-1893 

48,852 

27,268 

1904-1905 


19,287 

1905-1906 


•4,5984 

1906-1907 


13,127 

1907-1908 


16,849 

1908-1909 


33,5684 

19091910 


18,524 

1910-1911 


l,200j 
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THE STATE AND HOUSING 

BY 

Raj Bahadur Gupta, 

Professor^ D. A. V. College, Cawnpore. 

It is the duty of a State to lay down certain minimum conditions 
in every department of human activity, below which it should not 
allow any of its free citizens to fall. The house and its environment 
have so direct and powerful an influence on the physical, social, 
eccmomic and moral well-being of the people that no civilised State 
can afford to neglect it for a long time. The evil effects of had 
housing have already* been discussed in detail and the extent of 
bad housing, squaller and congestion in some of our foremost 
industrial and commercial cities and growing mill and mining towns, 
has also been indicated.f It is moreover clear that no remedy, 
however well conceived and helpful, will be effective until a 
substantial and direct interest is taken by the State. Welfare work 
on the part of the employers or Social Service agencies, or by 
Co-operation, etc., no doubt, have their value, but they hardly touch 
even the fringe of the problem, and dei>end very largely on the 
material and moral support of both the Central and the Local govern¬ 
ments for their utility and usefulness. At the present time parti¬ 
cularly when the cost of building—both labour and material— 
has risen so high, substantial State help has become absolutely 
essential. No country, whether belligerent or nuetral—it has been 
pointed out in a recent publication of the International Labour Office, 
Geneva—has found it practicable to build for letting on an economic 
rent If this is true, and there is little ground to doubt its veracity, 
it is clear that the poorer people are unable to secure suitable house 
accommodation, if left to themselves. Naturally dark rooms, over¬ 
crowding of houses and persons, insanitation and insufficiency of 
water and other requisites of health, would continue and grow worse. 
These will not only effect the economic efficiency and the morals 
of the poor people, but contagion is bound to spread to other 
classes as well; for in the present organisation of society, the pros¬ 
perity of all classes of people is so closely interdependent upon 

* See ■* The relation of house-rent to income ” by Raj Bahadur Gupta in the 
October 1925 issue of the Indian Journal of Rconotnics (Vol. VI, Part 2). 

t European Housing Problems since the War, 1924. 
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each other that no class can remain absolutely unaffected for a long 
time by the welfare or distress of one or more groups of the com¬ 
munity. Thus the whole town or city and the nation is enveloped 
in gloom as is evident from the condition of India at the present 
time. Congestion, squaller, depression, inefficiency, indigence, are 
all so closely interconnected with one another that no responsible 
modern State can afford to overlook their effects and not adopt 
effective measures to counteract their influence. The slowness of 
the Indian government to comprehend the enormity of the problem 
and its evil effects, has helped to increase its magnitude and has 
made the work of re-adjustment and re-construction both difficult 
and expensive. 

Sometimes the interference of the State in the sphere of housing 
is opposed on constitutional, economic, social and philosophic grounds. 
A word in connection with these objections will accordingly not 
be out of place. According to the constitutionalists, housing 
legistlation is necessarily class-legislation and moreover involves an 
undue extension of the police powers of the State and is, therefore, 
condemnable. This objection appears to be frivolous in face of the 
numerous activities of the State for the welfare of the poor or incapa¬ 
citated sections of the community. In fact all expenditure on works 
of public utility like medicine, sanitation, education and grants to 
philanthropic bodies and asscx:iations can come directly or indirectly 
under class-legislation, and confers considerable discretion to govern¬ 
ment officials. Even the theory of taxation which imposes a proges- 
sive tax on the richer people and seeks to free the poorer classes 
from even the ordinary taxes, can be subjected to similar objections. 

The second argument is based on economic grounds and deserves 
closer consideration. It is said that housing is a costly affair and 
that the hands of the government are already full, while any increase 
of taxation would be both unpopular and undesirable and people 
would be unwilling to add to their burden in order to provide or 
subsidise houses for able-bodied working-men. In our opinion the 
provision of a wholesome home for every family is a primary need 
of the citizen, for on it depends the very existence and growth of the 
nation, so that if the tax-payer was really unable to assume such 
a burden and if there were no other way of meeting the problem, 
housing should take precedence of education, railways, post and 
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telegraphs, etc* Health and morals are without doubt more urgent and 
elemental than even education. In fact, however, housing legislation 
need not involve heavy taxation. Except in exceptional times, 
constructive housing legislation merely needs the community's credit 
and can be more or less self-supporting. Service could be rendered 
cost. 

The third argument, the one based on moral and social principles, 
may be easily dismissed. It is said that the provision of houses by 
the State will result in indolence and pauperism among the working¬ 
men—that the giving away of something for nothing involves moral 
degradation. This is evidently based on a misunderstanding of the 
exact nature of State action vvhich is generally advocated in connection 
with housing Not only is it not proposed to give away houses free 
to the working-men but it is not even proposed to let or sell them 
much below cost. The receiving of a house at cost is only as much 
pauperisation as is taking advantage of educational institutions, 
water works, post and telegraphs, railways, canals, etc., etc., all of 
which are provided by the State and most of which are subsidised 
by it 

Coming to the philosophic argument of the advocates of the 
laissez faire doctrine, who object to every increase of governmental 
functions on the hackneyed grounds of liberty and equality, we find 
that it has lost much of its earlier force. The contention that all 
government is per sc an evil, may not only be traced to the founders 
of individualism—Adam Smith, Herbert Spencer, John Stuart Mill, 
etc.—but also to philosophic anarchists like Lenin and Trotsky. The 
whole trend of mcxlern thought and lej^islation have almost unani¬ 
mously rejected such a philosophy and it is, therefore, unnecessary 
to examine it very closely here. The galaxy of Health and Labour 
Laws, which decorate the statute books of almost every progressive 
nation of the world at the present time, proclaim in no uncertain 
terms that the only limit which the State can and should recognise to 
its functions is the s(x:ial, moral, economic and political prosperity 
and welfare of its people. No legislation is accordingly too socia¬ 
listic to be undertaken by the State which is necessary for the 
national well-being just as no legislation is absolutely essential for 
order and good government which unduly restricts the freedom of 
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the individual to discharge his duties as an enlightened and self- 
respecting citizen. The criteria is always the good of the greatest 
number and of all. In fact the chances are that we shall go much 
farther in the direction of public action and governmental regulation 
before the pendulum swings back. The proceedings of the In¬ 
ternational Labour Conferences, the Conventions established by these 
and the legislation which has followed them in almost every country 
point towards the same direction. 

All these things not only show that there is no insurmountable 
obstacle to a policy of constructive housing legislation in India, but 
the conditions in most of the towns, no less than in the growing mill 
and mining areas, warrant an immediate and comprehensive survey 
of the problem and the initiation of thorough legislation. In advcxiat- 
ing such a Housing Law in India, we are not proposing any new 
departure from the established practice of legislation in the civilised 
nations of the World. In fact almost every country has felt the 
necessity and undertaken legislation, not only to restrict the growth of 
insanitary and ill-planned houses and the improvement or destruction 
of existing ones, as has been found necessary, but has also planned 
and executed various model housing schemes over and above the 
lavish grants of loans on easy terms and low interest to individuals, 
Co-operative and public utility societies and Local Governments for 
the construction of houses. 

In England, however, constructive housing legislation dates back 
to 1890 when the Housing of the Working-classes Act, giving pow¬ 
ers to deal with insanitary or obstructive houses and localities and 
providing for the giving of loans to finance the construction of houses 
by local authorities, public utility s(x:ieties or individuals, was passed. 
The Housing and Town-planning Act of 1909 made it obligatory 
on local authorities to construct houses whenever a shortage of houses 
existed and also gave to four inhabitant house-holders the right to 
petition the Local Government Board about the failure of the local 
authorities to construct houses, where there was a pressing need for 
them, and the Local Government Board, after enquiring into the 
matter, can order the local authorities to take action. A separate 
part calls upon local authorites or owners of estates to prepare plans 
indicating the lay-out of the streets and open spaces, as well as 
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residential, business and factory districts and the limitation of the 
number of houses per acre. Provision also exist for the advance of 
liberal loans at low interest and for long periods to individuals and 
housing associations for the construction of houses. Inspite of these 
provisions it was found in 1919 that there was a shortage of about 
a million houses all over Great Britain. Accordingly another Act 
was passed in the same year on the initiation of Dr. Addison, which 
made it the duty of local authorities to provide for the housing 
needs of their districts and gave the County Councils and the 
Ministry of Health power to act in default of a local authority. It 
also simplified and cheapened the procedure for acquiring slum 
areas for the purpose of clearance and re-construction, while liberal 
subsidies* were granted to private individuals for constructing 
cottages. In May 1920 these subsidies were raised by .£100 for 
houses begun after April 1920 and ^£50 each for houses built 
before April 1920 but after Dec. 23rd, 1919, on account of the 
increased cost of building. Under the Addison Act 172,997 houses 
were built by local authorities and public utility societies and 39,184 
by private builders. This entailed an expenditure of 8,700,000 
per annum from public funds.f 

In 1923 another housing Act was passed on the initiative of Mr. 
Chamberlain which changed the existing system and introduced a 
subsidy of £>6 per house per year for 20 years. If there was any 
furtner loss in the construction of houses, it was to be borne by 
the local authorities, occupiers or builders. Most of the kx'al 
authorities did not provide any additional grant, but sometimes 
capitalised the value of the State subsidy and paid the whole amount 
in a lump sum to the builders. Some municipalities, however, paid 
an additional subsidy of ,;j6io to £2^ per house. About two*thirds 
of the houses built with the aid of the subsidy were erected by 
private enterprise for sale. Under the scheme 102,579 houses 
were constructed by ist September, 1925, while another 42,644 
are under construction. The capitalised value of the subsidy for 

’•‘Cottagcb (ontaining a living room, a parlour and 3 to 4 bed rooms, with at least 
820 sq. ft. of are—£i6o. Cottages containing a living-room, 3 bed-rooms, with 

at least an area of 780 sq. ft_£140. Cottages containing a living -room and 2 bed 

rooms, with at least an area of 700 sq. ft.— £130, from the Monthly Labour Review, 
Washington, Aug, 1920. 

tSubsidies for llouses by Arthur Greenwood—Contemporary Review, February 
1926. 
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these houses at the rate of per house entailed an expenditure 
of about ;£n,000,000 to the Stated 

Even these provisions were considered inadequate by the 
Labour Government in 1924 because: 

(1) The building programme was not sufficiently rapid. 

(2) The houses were let at rates higher than the people could 
pay. 

(3) No provision was made for the housing of agricultural 
workers because they were placed on the same footing as 
the urban 

and (4) Private houses were always costlier than the workmen 
• could afford. 

These defects were sought to be removed by the Wheatley Act 
which was passed by the government in 1924, by : 

(1) A continuous 15 years building programme. 

(2) An increased subsidy of a year for 40 years instead 
of for 20 years as before to local authorities and 
private individuals in order to enable working-men to rent 
the houses on lower rents. 

(3) An additional subsidy of £\ 2 \ per annum to local 
authorities and private persons for building houses in 
agricultural parishes. 

(4) The continuance for 15 years of the provisions of the 
Chamberlain Act with regard to houses, not subject to 
the special conditions imposed on persons availing them¬ 
selves of the above subsidies. 

The subsidy is not paid to houses built at a rate greater than 
8 per acre in agricultural parishes and 12 per acre elsewhere, or if 
account is not taken of town-planning schemes in force or likely to 
be inaugurated. The other conditions on which subsidies are given 
are the following :— 

(1) That the house shall be let only to those who intend to 
reside in them and not sell. 

(2) That the tenant shall not sublet any part of it. 
til lid. 
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(3) That the houses shall not be disposed of, except with the 
permission of the Minister of Health. 

(4) 'That a fair wages clause is added in all contracts for the 
erection of houses. 

(5) That the rent shall not be higher than the normal pre-war 
rent except when the loss is more than £ 4 ^^ the amount 
of the additional subsidy which the local authorities are 

^ called upon to pay per annum. 

(6) That preference is given to large families.* 

The Act is to remain in force for 15 years, till 1939, but 
after every two years the Minister of Health is required to review 
the whole position in order to ascertain, if a reduction in the rate of 
the subsidy is warranted by a reduction in the cost of building 
materials, etc. With regaid to slum-clearance also, if any four in¬ 
habitants or a Justice of the Peace report to the kx'al authorities 
concerned, the Health Officer has to make an inspection of the site 
and take adequate steps. 

In Germany, from the earliest times, the cities and local govern¬ 
ments have been extremely active in constructing houses largely 
on their own initiative and responsibility, while the Reichstag and 
the Prussian Diet have spent large sums of money in construct¬ 
ing houses for their employees and in bestowing lavish grants-in- 
aid, advances and loans to Co-operative societies and other public 
utility societies, for the construction of houses. With regard to 
town-planning, German cities are most progressive ; so that one is 
sure to find elaborate schemes about the future development of the 
town with any^own council to which one may happen to go. Strict 
regulations with regard to sanitation and prevention of congestion exist 
throughout. In 1922 and 1923 new Housing Acts were passed to 
regulate industrial dwellings,* to consolidate the Rent Acts and the 
regulations with regard to the giving of State loans to public bodies 
and co-operative societies. The increasing socialistic tendencies in 
the country and the uncommon shortage of house-r(X)m in Berlin has, 
however, induced the government recently to promulgate strict 
regulations with regard, not merely to the housing of workingclass 

♦Reiss—The New Housing Handbook. 

♦Dwellings built by employers on their own land for their workers. 
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families, but to all classes in the community, to rich and middle 
classes as well, throughout the^ city. Apartments are strictly 
rationed and the inhabitants are compelled by law to leave their 
names and addresses inscribed in a municipal register at an office 
in their district, with a statement of the numbers in their family 
and the number of rooms which they occupy, the conditions of their 
lease and their revenue or earning capacity. Under the regulations 
a family of two persons may use but two rooms, a family of six, 
six rooms, etc. The enforcement of these regulations is carried 
out in a rough and ready manner, and anybody who is occupying 
more rooms might receive an official ‘ surveyor ’ at any hour, who 
is authorised to enquire and order the reservation of any surplus 
accommodation to any other family which may stand in need of the 
same.t 

* V 

In Soviet Russia similar regulations were enforced, but it was 
soon found out that the compulsory eviction and installation of 
tenants, and the rationing of apartments meant further deteriora¬ 
tion, which is evident from the fact that in Moscow twenty per 
cent, of the dwellings available immediately before the Revolution 
in 1917—40,000 in all—were found totally uninhabitable in 1924. 
The occupants, on account of a constant fear of eviction from their 
dwellings and the forfeiture of their little furnishings, ceased to 
take an interest in the maintenance and protection of their houses ; 
and the government had ultimately to withdraw the regulations 
because the housing shortage became more acute while the death- 
rate and sickness consequently increased. 

Austria follows more or less strictly the German system except 
for the additional aid which it sometimes give in the form of tax 
exemptions. It is, however, Belgium which produced the earliest 
effective housing legislation for the construction of houses in 1889. 
It provides for loans to working-men, co-operative and other societies 
for long periods and easy terms up to the extent of 90% of the 
cost of the house ; while, on the other hand, local housing commit¬ 
tees have been formed in every district to stimulate public interest 
in housing, assist and advise limited-dividend housing companies, loan 
association and individual working-men ; give out the certificates 
fHousing Betterment-New York, U. S. A , December 1925. 

5 
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entitling to tax exemptions ; help to secure loan for would-be home 
owners ; watch over the enforcemftit of laws for the sanitary super¬ 
vision of houses and central slum-areas. The process of giving 
loans has been further simplified by offering to the intending builder 
an insurance policy on his life for the unpaid portion of his loan ; 
while the Government has undertaken the construction of houses 
destroyed during the War. 

Housing legislation in France generally follows the Belgian model 
but dates back to 1894. Tax exemptions, insurance principle for 
loans to individual workmen, other loans, housing committees have 
all been provided, while the housing law of 1912 added a new ad¬ 
ministrative unit to enforce the restrictive sanitary laws, engage in 
direct municipal housing, receive gifts and subsidies and raise money 
for housing purposes in various other ways. A recent committee 
appointed by the government to study the problem in details has 
recommended further facilities for long period loans at nominal inter¬ 
est. 

Italy, Switzerland, Holland, Norway, Denmark, Sweden, Finland, 
etc., follow one or the other principles described above and practi¬ 
cally every one has some sort of legislation to relieve congestion and 
insanitary conditions. 

The United States have thorough going legislation in practically 
all the states to regulate the construction of new houses and to 
improve the sanitary and hygienic conditions of existing buildings 
while extensive surveys have been carried out in the principal towns 
to determine the extent and nature of the problem, according to 
which steps have been taken ; so that at present effective Tenement 
House Laws exist in the following states among others : Pensyl- 
vania, New York, New Jersey, Connecticut, Wisconsonin, Indiana, 
California, Kentucky, Massachusets, Michigan, Minnesota, Iowa 
and Illinois. Over and above the housing regulations similar to 
those in the U. S. A., Canada has also progressed with town-plan¬ 
ning acts in most of the provinces. 

It had, however, been left to Australia and New Zealand to 
frame the most perfect, thorough and up-to-date laws with regard 
to housing, as also to devise the simplest and most efficient machine- 
ery for their working. The Advances to Workers Act provides for 
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a loan of money up to £ 450 (of course the amount can never 
exceed the actual value of the house to be erected) to any indivi¬ 
dual desirous of building a house. Various plans and models of 
houses are kept ready for the guidance and convenience of the build¬ 
er. The individual has merely to fill up a form at the Post Office 
which forwards it to the States Advance Office. Then an agent 
from the nearest Valuation Office goes to investigate his status, 
character, reliability, etc., and the land on which he wants to build, 
the reasonableness of the amount of loan asked for and any other 
information which he thinks of any value. On the basis of this 
report the loan is granted which he receives through the Post Office. 
He has to pay the half-yearly interest and a small amount of the 
principal also to the Post Office. The Workmen’s Dwellings Act, 
again, saves even the trouble of finding out land and building to the 
individual. The State builds on Government land and rents it on a 
weekly tenancy or on a fifty years lease or permits the occupant 
to acquire ownership by cash payment after 25 years, by monthly 
payments or by a life insurance policy in favour of the State. 
Australia has also made another experiment, called the Fair Rents 
Court, to which any tenant who thinks that he is paying an exorbi¬ 
tant rent, may apply for a ruling. 

It will appear from the above survey of housing legislation in 
different countries that broadly speaking there are two ways in which 
the housing problem has been tackled in most countries For 
convenience they may be called Restrictive and Constructive methods. 
The former aims to prevent the erection or maintenance of bad 
houses or insanitary areas by the enforcement of minimum standards 
of light, ventilation, sanitation and safety. It includes the clearance 
of slum-areas, the opening up of congested localities, the demolition 
of houses considered to be unfit for human habitation and the 
improvement of those which admit of betterment. The latter or 
constructive method consists of the machinery through which suitable 
houses are provided for such of the citizens as need them. It includes 
both the direct construction of houses and the provision of loans or 
subsidies to individuals or companies to construct houses. It will 
be seen that the two ways as detailed above, are not alternate but 
complementary and that neither can go very far alone. The conditicm 
of a country may require slightly more emphasis on the c»ie or the 
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Other, but neither can be dispensed with absolutely. Mainly restric¬ 
tive methods might intensify rather than solve the problem, as was 
pointed out by the Land Enquiry Committee in England in 1919 
and as has also been felt in Bombay three or four years back, 
when on account of the rapid demolition of unfit houses by the 
Improvement Trust, the shortage of houses was increased and the 
housing problem became more acute than ever. The evils of 
exclusive constructive methods have been very tersely summarised 
by Lawrence Veiller of the National Housing Association, New 
York. He writes that until certain fundamental evils have been 
remedied, it is futile or worse to adopt the methods of housing 
reform which may be said to belong to the post-graduate period 
rather than to the kindergaten stage of community development 
In other words we must get rid of our slums before we establish 
garden cities ; we must stop people living in cellars before 
we concern ourselves with methods of taxation ; we must make it 
impossible for builders to build dark rooms in new houses before 
we urge the government to subsidise building ; we must abolish 
privy-vaults before we build model tenements. When these things 
have been done, there is no question that effort can be profitably 
expended in the other directions.* 

Without in any way under-estimating the importance of restrictive 
housing legislation we are constrained to disagree with the philo¬ 
sophy that restrictive and constructive housing legislation bear the 
same relations as the kindergarten to the post-graduate classes 
of study. At best the metaphor is an exaggeration of facts. 
Actually however, as we have already pointed out above the two 
processes go side by side with each other : neither the one nor the 
other follows or proceeds the other. They may, therefore, be more 
aptly compared to the two blades of a pair of scissors—^both equally 
necessary for proper and efficient service. Accordingly any law 
which claims to offer a satisfactory solution of the housing problem 
must include the simultaneous and correlative develo^jment of 
restrictive and constructive housing legislation in their most effec¬ 
tive forms. 

It is needless to repeat at this place that almost nothing has 
been done in India by the government t> relieve the housing 

♦ Lawrence Veiller—A Model Housing Law. 
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shortage beyond empowering municipal bodies to enforce such 
building and sanitary bye-laws as their local circumstances required 
or to undertake the opening up of congested areas and the construc¬ 
tion of model houses directly or through development boards. It 
has already been shown how little the municipalities have progres¬ 
sed even in their restricted sphere. It has also been shown how the 
Improvement Trusts, which were established in some of the 
important cities in India, especially for the improvement of the 
housing and sanitary conditions within their jurisdiction, have, with 
few exceptions, failed to do much in that regard. The Bombay 
Government however, in 1920 took courage in both hands and 
embarked upon an ambitious scheme of development for Bombay 
Town. As early as May 19r4, the Bombay Development Commit¬ 
tee had reported the necessity of some special measures for the 
development of the city of Bombay but action on the report had to 
be postponed on account of the outbreak of war. Even during the 
course of the war, the Government had to pass a Rent Restriction 
Act in 1916 in order to protect the tenants against abnormal 
enhancements of rents. When, however, the war came to an end 
in 1918, it was found that owing to the large increase in the city’s 
population during the war and the high prices of material, condi¬ 
tions were much worse than before and that more drastic and 
speedy action was necessary. It was, moreover, realised that on 
account of the heavy responsibilities which already rested on the 
municipality and the Improvement Trust, the scheme could not be 
properly carried out by them. Accordingly the government under¬ 
took direct action and announced the establishment of a Develop¬ 
ment Department and Directorate in charge of the General Member 
of the Bombay Government. Its duties were defined as under : 

{a) to carry out the Back Bay Reclaimation Scheme and any 
other reclaimation schemes which may be found necessary 
in or near Bombay City. 

(b) to undertake the industrial housing scheme of 50,000 
one-room tenements for the working classes in Bombay. 

(c) to organise systematically the supply t)f building materials 
for its own work and for the working classes in Bombay. 

(d) to take over all questions relating to the acquisition of 
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land in Bombay City and all questions regarding the 
utilisation of government lands. 

(e) to carry out large schemes for the systematic development 
of Salsette island by: 

(t) town-planning schemes to be carried out by local autho¬ 
rities. 

(it) the purchase of areas outright with a view to re-sale 
after development. 

(/*) to secure an adequate water-supply for the whole of 
Salsette when it is developed as an urban area. 

(g) to deal with the supply and distribution of electric energy 
both for domestic and industrial purposes in the area 
outside Bombay. 

(A) to take up the question of the development of communi¬ 
cations to link up Bombay City with the areas to be 
developed in Salsette. 

Thus the government tried both to increase the amount of land 
available for residential purposes by reclaimation from the sea and 
by developing and opening up the suburbs, and to construct chawls 
for the workmen. It also offered loans to Co-operative societies and 
individuals for the construction of houses- The work was started 
immediately and is proceeding. The objects and the purpose of the 
enterprise, it will be agreed on all hands, were laudable and deserve 
nothing but approbation. It is regrettable however, that its scope 
in so far as the improvement of the housing conditions were 
concerned, was rather limited and has since been further curtailed. 
Moreover, recent experience shows that the Directorate has not been 
justifying the expectations placed in it. The chawls constructed 
by the Directorate are unsatisfactory in so far as the rooms are dark 
and insufficiently ventilated, like those of the Improvement Trust. 
This is inevitable when rows of rooms are built on two sides of a 
common closed verandah. To add to this the ventilators in the 
Development Directorate rooms are very narrow. Then comes the 
question of rent, although it is true, as the Land Manager of the 
Directorate maintains, that even the present rents, which vary from 
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Rs. 10-8 to Rs. 11-8 per mensem, do not yield an economic return on 
their outlay; it must be recognised that they are beyond the means 
of an ordinary labourer, earning Rs. 22 to Rs. 40 per mensem. 
As has been pointed out already, no country, whether belligerent or 
neutral, has found it practicable to build for letting at an economic 
rent. The high rate of interest and the increased cost of building 
material are not a feature new to Bombay. Every countrj^ has 
undertaken either the construction of houses on its own account and 
let them on cheap rates, or subsidised building and the Bombay 
Development Directorate could not be an exception. On* account of 
the high rents, most of the Directorate chawls have not been occupied 
by the working classes, although the need of houses is as acute as 
ever. That the demand has not fallen to any appreciable extent will 
be apparent from the fact that there are numerous private chawls 
spread over all the mill areas, where mill hands are living like dogs 
at the rate of 8 and 10 people per room hardly 8' by 10' in area. 
The lack of any organised and strong labour union, which could 
crystallise the views of labour in this as well as on other matters, 
is most deplorable. 

The fact that the chawls are not being occupied by the workers 
has been misinterpreted by the Development Directorate to show a 
slackness of demand and the programme to construct 50,000 one 
room tenements by March 1929 has been revised and it has been 
decided to close the work as soon as 16,000 tenements are cons¬ 
tructed. Besides the staff and establishments have proved too 
expensive a business to be worth the benefits. The Bombay Legis¬ 
lative Council accordingly appointed a committee to go into the 
working of the department and to recommend economies and a 
scheme of re-organisation. The Back Bay Reclaimation scheme 
indeed ended in a scandal, after costing the tax-payer about Rs. 3 
crores.*** 

The scheme of suburban development has, however, shown 
better results. Out of a total residential area of about 8,25,000 
sq. yds. made available by the Directorate in plots situated on roads, 
45% had been sold by the end of 1925, inspite of the depressed 

* The matter is r»ow the subject of a public enquiry—the Back Bay Enquiry 
Committee. 
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State of the land market A large amount of emigration to the five 
suburban areas has thus taken place and the city relieved of a cor¬ 
responding amount of congestion.** It is needless to add that 
almost nothing has been done in the other Provinces in this regard. 

Coming to an outline of the shape that housing legislation should 
take in India, we think that in the first instance every Province 
should raise a housing fund by issuing Government Bonds, under the 
direction and guidance of the provincial government from which 
loans should be given,— 

(1) to Municipalities and other local authorities both for slum 
clearance schemes and the direct construction of houses, and 

(2) to limited-dividend housing societies—civic, philan¬ 

thropic, co-operative and even industrial, under well-defined condi¬ 
tions—for the purpose of constructing houses. The loans should 
be repa3'able within a pericxl varying from 20 to 50 years according 
to individual requirements and circumstances and the rate of interest 
should just cover the interest payable on the Bonds and the expense 
of their issue. Facilities should be created for giving loans to 
individual working-men, desirous of constructing a house for them¬ 
selves, through the post office or some other similar agency as in 
Australia, New Zealand, Belgium, France or Italy. The extent of 
the loans to individual working-men, philanthropic or co-operative 
societies and municipalities might vary from 40 to 45% of the cost 
of the house or houses constructed; and in the case of industrial 
societies, and local authorities for slum clearance, from 30 to $s% 
their cost. 

Over and above the provincial legislation on the lines indicated 
above, the Government of India should also have a separate Housing 
Fund from which it may lend amounts of the same value as are lent 
from the Provincial Housing f'und to the same persons on similar 
conditions 

Above all there should be Local Housing Boards in every 
important city under the direct control of the provinces for investiga¬ 
ting local conditions, making known their findings, stirring up local 
sentiment against bad housing, reporting to the provincial authorities 

* Speech of Sir Cowasji Jehangir, General Meml)er, Bombay Government in the 
Bombay Legislative Council on i6th March, 1926. 
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about any neglect on the part of the municipalities in carrying out 
the provisions of the restrictive housing laws or the construction 
of houses within their jurisdiction, if they are wanted, and also 
actually constructing houses, carrying out slum clearance schemes or 
town-planning experiments if the municipality is consistently inactive. 
The local boards should always keep a collection of ready made plans 
of model houses, which combine cheapness with efficiency and are 
suitable for local needs for the sake of working-men and other poor 
classes; and should act also as general information bureaux on 
housing problems. They may even help working-men and housing 
societies in securing loans from the Municipal, Provincial and 
National Housing Funds. 

It may here be made clear that fojr some time to come and in 
some cities, the lowest economic group will have to be housed in 
tenements or rented houses inspite of all che facilities to provide 
them homes; for as Miss Wood very aptly points out in connection with 
conditions in the United States, “ we must not shut our eyes to the 
truth that there are millions of wage-earners without the opportunity or 
the initiative to profit by such arrangements—too poor even to lay by 
the small sums necessary to acquire a home on the easiest conceiv¬ 
able terms, too ignorant to understand the ways and means, too 
much numbed by the whirl of the great machine in which they 
are tiny clogs to develop the driving power, pre-destined to be 
tenants all their lives. Yet these are the people who, most of all 
need help, whose children most of all need the stimulous of good 
home conditions. For them municipal houses, or houses built and 
rented by a limited dividend public asscx:iation present the only 
solution."'*^ On the other hand it is also impossible to provide all 
the houses needed by wage-earners through government aid, however 
liberal. There will always be a residum of people—the un¬ 
fortunate, the ignorant, the physically, mentally or morally sub¬ 
normal—who will be willing to live in cellars, or dark rooms, in 
filth and dilapidated conditions to save a few annas a month of rent. 
And above all there will always be some landlords who will put on 
no repairs and make no improvements until forced to do so by the 
heavy hand of law. Thus restrictive housing legislation can never 

* Miss Wood—The Housing of the unskilled wage-earner, p. 258. 
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be dispensed with. Gradually there will emerge a strong public 
opinion, which will lay down the irreducable standard of housing 
for the entire community and then both Society and the State will 
look upon the profiteering landlord as they regard a criminal, While 
the unfortunate tenant, the victim of social and economic circum¬ 
stances, will be treated by ameliorative measures similar to those 
which are being now applied to the defectives. 



THE LABOUR PROBLEM IN INDIA 

BV 

Mulk Raj, 

Income-Tax Officer, Sargodha. 

One of the most puzzling of recent industrial developments is 
the outbreak of indiscipline among large bodies of the labour 
classes. India is still in a transitional stage and a regular, 
predominating labour class which is generally the result of modern 
methods of production, has not evolved as yet. However, signs of 
discontent and unrest are noticed here and there, and though 
labour problems may not assume seriousness like those of other 
countries for some time to come, yet they are bound to arise here 
as elsewhere. For instance the Railway strikes of 1919-20 in the 
Punjab have not been forgotten yet while new troubles have risen 
afresh. This has led me to record my own impressions as to the 
causes of the growing unrest in labour quarters in India. 

I have had opportunities to study this problem for about two 
years. The results of my enquiries are with the Economic Board 
(Punjab Grovemment). I collected about 547 family budgets 
representing every class and grade of abour mostly from the Railway 
employees of the N.-W. R., which is perhaps the largest organised 
body of workers in the Punjab. My impression is that this unrest 
and discontent is due to two fundamental causes; (a) economic pressure, 
(b) change in the material and mental outlook of the labourers 

(i) In every country whenever struggle for existence grew 
keen, troubles in labour spheres broke out. India could be no 
exception to this rule. The first significant instance when labour in 
India showed noticeable disturbance were the strikes of the year 
1919-20. The war had just ceased, labour had passed through hard 
trials of high prices. It had groaned under hardships and destitution, 

during the war and after it.The after-math of war is generally 

worse than its actual presence. Wages rose but incompatibly with 
the rise in prices. The labour classes addicted as .they were to live 
from day to day and hand to mouth, had thus no reserves, and could 
not withstand the economic distress and thus struck work to 




104 


MULK RAJ 


mend its conditions. ■ The economic position of the labourers was 
certainly that of severe poverty. The one theme upon which every 
labourer harped was, that he was crushed down with poverty and 
that he had nothing to eat and nothing to wear. The labourers 
were thus perfectly conscious of their wretched lot. My calculation 
then showed (table showing details given below) that 37% of the 
labourers under my study were living below jail standard, \ 2 % were 
earning just subsistence wage, \'&% of the families were earning 
just above the bare subsistence level, Rs. 2-14-4 being the surplus 
per family. This certainly betrayed poverty of income and 
resources. 

I had considered food scales allowed in the jail as the bare sub¬ 
sistence allowance which was just sufficient to maintain a man, 
and no more. Having turned this food allowance in terms of money, 
I obtained this comparison as shown below :— 



The table is a survey of 547 families showing deficits or surpluses both as calculated according to 
jail standard and as estimated from their budgets. 
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There could be no more deplorable picture of poverty. Under such 
economic distress labour could not help resorting to any desperate 
means to keep the wolf away from the door. 

Conditions with respect to food were still worse. The table below 
shows the poverty of diet on which our labourers fed and had to work 
from 10 to 12 hours a day in scorching heat and extreme cold. 
Deterioration of general vitality was generally complained of, and its 
effects upon efficiency was evident. Want of proper nourishment has 
cumulative effect and gradually leids to loss of vitality of the people. 

Table, showing the consumption of meat, milk and ghee per 
family:— 


Range of income 

Number of 
families 

Consumption 
of meat per 
family 

Consumption 
of milk and 
ghee per 
family 



Rs. as. ps. 

Rs. as. ps. 

20 and under 

SO 

097 

i 10 9 

3 ^ »> 

89 

014 9 

2 5 II 

40 „ 

109 

203 

386 

SO „ „ 

88 

268 

4IIII 


62 

2 9II 

7 7 II 


S 4 

370 

924 

8o „ „ j 

40 

367 

10 9 2 

90 „ „ 

17 

S I 7 

j 13 7 4 

100 ,, ,, 

16 

00 

00 

lOO and above 

22 

619 

19 4 0 


Poorly fed, I also found them poorly housed. The table bejow 
gives an idea of space occupied by an adult, but I am forced to say 
that some of the houses that I inspected were no better than 
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pigeon-houses where men were packed up like anything. The 
locality occupied was generally insanitary and unwholesome. 


Range of income 

Number of adult per room 

20 and under 

x -8 

3 ^ » »> 


4 ^ »» 

1-6 

50 M »» 

i '3 

„ ,, 

1-6 

7 ^ »» 

»'3 

80 

IS 


I 3 

100 ,, „ 1 

1 ^ 


100 and above ri 


It will be seen that one room, the average dimension of which 
may he taken as lo x 12 ft., contained more than one adult (No. of 
children were reckoned as adults). Even godown, corridors and 
galleries had been converted into rooms. 

The foregoing analysis of the economic conditions of the labourers 
relate to the period October 1920 to October 1921, when wages had 
in some cases been doubled and in others had risen by 50%. 
What wonder then, if under such pressure of economic stress 
labour forces combined together and demanded higher wages by 
threats of strikes ? 

jM( 2 ) Conditions have improved since then. Prices are coming 
down to pre-war level. Economic pressure is less severe now. 
But the second factor, namely the awakening on the part of the 
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labourers as to their importance, is taking now the uppei‘tno 4 l hand 
in creating labour disturbances and unrest. For example, pick up a 
conversation with any factory hand at random, and you will find 
him a changed man. There is certainly a marvellous change in 
and mental outlook. He understands the importance of his existence 
and has begun to assert it. He feels he is the originator of wealth* 
and that the capitalist extort him out of his dues. 

He is anxious to assert his independence, and is insistent on 
improving his lot. The sense of equality, resentment of injustice, 
and the spirit of freedom has pervaded the labour atmosphere. These 

factors have played the greatest part in creating disturbances that 

* 

have lately occurred on the Railways, assisted as I have endeavoured 
to show above by economic pressure. 

Relatively the second factor has operated greatly, and will 
continue to do so in the future to create discontent and unrest. 
Another factor of no less importance should also be noticed 
Mr. M. L. Darling, in his most valuable book. The Punjab Peasant 
in Prosperity and Debt, has said, “ Below a certain standard of 
living men tend to be inarticulate, but once they rise above this 
point, they not only feel but assert their grievances ” Increase in 
wages has not been without its effect upon the standard of living. 
It has disturbed the stabilized standard of many centuries and has 
sharpened the struggle for life The result was general discontent. 

This is only a beginning. Fortunately our labouring classes know 
little of “Syndicalist” or “advanced" methods of industrial warfare. In 
all these struggles they have behaved well. The movement is wholely 
spontaneous, and is the result of real and deep-rooted economic causes. 
Picketing, lockout, boycott and all such objectionable means have not 
been resorted to. The socialistic elements of agitation have showed 
no signs as yet. Owners of capital should seek to work in a 
co-operative manner with labour so as to avoid the troubles that so 
constantly occur in other countries. 

Indian labour requires sympathetic treatment, and a living wage. 
It is exceedingly docile and submissive. To avoid serious Labour 
trouble in the country for sometime to come should not prove to be 
a very difficult or an impossible task. 



NOTE ON INCOME-TAX IN 1924-25 

BY 

Gyan Chand, 

Patna University, Patna, 

The Central Board of Revenue has issued its Report on the 
operations of the Income-Tax Department this year with greater 
despatch for which it is to be congratulated. But the remark made 
in my article on Income-Tax in 1923-24, {vide Indian Journal of 
Economics, July 1926) regarding the unilluminating character of this 
important document has to be repeated. It is a pity that the officers 
in charge of this work do not realise the necessity of making these 
Reports as useful and instructive as they well might be. 

In 1923-24 the economic conditions, on which the yield of the 
lax depends, were unsatisfactory all over the country. Bombay 
was specially affected by the depression, but other provinces were 
also suffering from the effects of the same cause. As the assess¬ 
ments are made on the basis of the previous years, the yield of 
the tax was considerably diminished on account of the adverse 
circumstances. The demand of income tax decreased from i5’39 
crors in the previous year to I3'8 crors, and that of super-tax from 
6 87 crors to 531 crors. The position was partially redressed by 
the reduction of arrears and a more prompt collection of the demand 
of the year. We are told th.it the arrangements have been made 
for the issue of the forms to the assessees early in the year in 
order that the annual demand may be realised in the year itself. 
The freedom from what the Report calls ‘the incubus of arrears’ 
is the measure of the efficiency of the Income-Tax Department, 
and an essential condition of its unhampered work. Progress made 
in this direction in this year is a good augury for the future. 

The work of the Department itself receives its meed of praise. 
It need not be repeated that a great deal depends upon the skill, 
sense of duty, and integrity of the officers. The extension of the 
activities of the Department and the reduction of the work left to 
the ordinary Revenue staff has taken place in several parts of the 
country. “Experience has so far shown”; says the Report, “that 
7 
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the extension of the activities of the Department is almost invariably 
followed by increase in the revenue’', and the inference, of course, 
is that the result is due to the reduction of evasion. That is as it 
should be. There is still rcK)m for the further extension of the 
activities of the Department, and greater room for an improvement 
in the standard of efficiency and dependability. The need of the 
Income-Tax officers being alert all-^ound, and conversant with those 
aspects of their work which do not fall within the four corners of 
their routine-duties was commented upon in my last article. There 
is nothing in the Report to show that its importance is realised. It 
is only hoped that the absence of evidence on this point is due to 
the difficulty of setting it out in a tabular form (the Report being 
mainly composed of tables and brief comments thereon) and not 
the absence of this essential element in the work itself. It is very 
important that the broader aspect of their work should be impressed 
on all officers ; for an Income-Tax expert who has nothing more to 
his credit than the mastery of the technique of tax-gathering is 
likely to make a poor officer. 

The education of the assessees has a section to itself in the 
Report. Their education depends upon a number of factors. In 
the first place it depends upon the development of the civic sense, 
which the Department can do nothing to foster. There must 
always remain an unlimited scope for improvement in this respect, 
and in India the progress is bound to be slow on account of 
political and other causes. But the education of the assessees can 
also be promoted by enlisting the help of their enlightened self-interest 
in the discharge of their fiscal obligations. The Report exhorts the 
assessees to realise that they have every thing to gain and nothing to 
lose by the submission of accurate returns and the production of true 
accounts. It is up to the Department to demonstrate in the actual 
work that it is so, and thereby make it easier for the assessees 
to place all facts of their incomes at the disposal of the assessing 
officers. The familiarity with the procedure and a ‘knowledge that 
the evasion cannot be practised with immunity will carry the 
process of education further. The time that the evasion will be 
reduced to negligible proportions in India will not come in the 
visible future. Before the Royal Commision on Income-Tax various 
estimates of the assessable income that escaped taxation in England 
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were submitted, and some were exaggerated; but that Revenue 
suffered considerably on account of ignorance, negligence, and 
fraud was accepted by the Commission. The English System is 
admitted to be the most efficient system in the world, and if even 
there is so much leakage of public revenues under this head, we 
must, in India, be satisfied with whatever measure of perfec¬ 
tion we can attain under more difficult circumstances. The 
Board is of opinion that the department should be armed with wider 
powers to deal with cases of the deliberate fraud. It also warns the 
assessees that continued laxity on their part will make a more 
unsparing use of penalties inevitable. There is nothing to be said 
against the use of adequate coercive measures in cases which defy 
all other devices, but the main reliance must be placed by the 
Income-Tax Officers <m their ability to get at the assessable incomes 
by methods which may be effective without being unduly severe. 
But how much remains to be done in this respect is clear from the 
fact that in the Punjab excluding the salaried assessees i-7th of those 
actually assessed returned themselves as liable, and if their returns 
had been accepted four-fifths of the demand would have vanished. 
The education of the assessees will in India be a long and arduous 
pnx:ess, in the immediate future an improvement in the efficiency of 
the Department itself must be the most important method of 
ensuring the successful working of the Act of 1922. 

The information of methcxls by which evasion and fraud 
practised has been withheld from the public lest it should serv^e as a 
guide to dishonest practices in the hands of the susceptible persons. 
These methods, however, must, to use the words of the Royal 
Commission, ‘ occupy any position in the scale from something less 
than complete honesty to the absolute fraud ’, and it must at times 
be extra-ordinarily difficult to assign the persons who cheat the 
Revenue their proper place in this scale. That the cheating of 
Revenue means cheating their fellows must somehow be driven 
home to the minds of the assessees, for, inspite of the well-known 
remark of Lamb, Revenue is a very real thing indeed. 

There are certain other items of interest in the Report. The 
arrangements have been made with about twenty States for the relief 
from the double income-tax of assessees taxed both in the Indian 
States and British India. It will come as a surprise to some of 
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US to know that so many States have already introduced income-tax 
in their tiscal systems. The refund.s on account of double income-tax 
and of the tax being deducted at the maximum rate the source have 
increased. This is due to the law as to the refunds being better 
known. That the education of the assessees will not always 
be to the benefit of the Revenue is fairly certain. Some interesting 
judicial decisions have also been noticed in the Report. Two of 
them seem to be mutually contradictory. The non-agricultural 
incomes of permanently settled estates is declared non-taxable, while 
the income from fisheries in permanently settled estates is consi¬ 
dered taxable as the income is non-agricultural. A further explana¬ 
tion is obviously necessary to make the position clear. 

The Income-Tax Department is described as being in the stage 
of transition. That is true. But it has possibilities, which have 
always to be borne in mind. The year 1924-25 has been a perkxl 
of steady progress for the Department. 



NOTE 


We feel certain that the following Questionnaire issued by the 
Unemployment Committee, Madras, presided over by Sir George 
Paddison, Commissioner of Labour for Madras Presidency, will be of 
much interest to our readers:— 


THE UNEMPLOYMENT COMMITTEE 


QUESTIONNAIRE. 

1 . Existence of Unemployment 

Is it youi opinion that unemployment e.xists among the middle 
classes ! If so, is it prevalent amongst 

(1) Literary classes, and amongst them in {a) Graduates, 
( 1 ) S. S. L. Cs. and Intermediates and (r) unqualified persons ; 

(2) tlu Technical and Professional classes such as (a) Tea¬ 
chers, {b) Profession of Law, (r) Profession of Medicine, (d) 
Profession of Engineering, (^) Profession of Agriculture, (f) Han¬ 
dicrafts, such as weaving, etc., (^) Railways in 

(i) qualified persons, 

(ii) unqualified persons; 

(3) the Mercantile (including Insurance and Accountancy, 
etc.) and Banking businesses, and if so amongst trained or untrained 
persons ? 

(4) Is there unemployment amongst Indians educated in foreign 
countries who have returned to this country ? If so state its extent 
and the cause. 

II. CAU.SE.S. 

What is your opinion as to the causes of this unemployment ? 
Is it due, 
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(1) to the present system of education, and if so, in what respect 
is the system"defective; 

(2) to the small remuneration offered in such employments ; 

(3) to want of fluidity, that is to say, is there any cause which 
prevents an applicant in one part of the Presidency from taking up 
an appointment in another part which is not adjacent to his native 
place ; 

(4) to social causes ; if so, how do they operate ; 

(5) to want of organization such as absence of Information and 
absence of Employment Bureaux and failure on the part of educa¬ 
tional institutions to keep in touch with the employment market ? 

(6) What is the relativ^e cost of edijgation in {a) Literary, {d) 
Professional and (6') Commercial courses of Question I mentioned 
above and has the difference in cost any appreciable effect on the 
supply of applicants for these avocations ? 

III. Supply and Demand. 

In order to ascertain the normal number of situations and vacan¬ 
cies, can you give figures under any of the following heads:— 

(1) Government Servants, — {a) What is the normal supply of 
Graduates, Intermediates, S S. L. Cs. and unqnSlifietl candidates 
produced from educational institutions during the past 5 or 10 
years ? 

(b) What percentage under each head obtained permanent 
employment ? 

(c) What is the number of Government posts available during 
the same period, or for such shorter peritxl as figures may be ob¬ 
tainable ? 

(d) What is the average pay of such posts } 

(2) Technical and Professional. — {a) What is the number of 
qualifial candidates prcxluced during the past 5 or 10 years or for 
such shorter period as figures may be obtainable ? 

(Jb) What is the number of appointments available during the 
same period ? 

(3) Mercantile and Banking. — (a) What is the number of 
qualified applicants available during the past 5 or 10 years - 
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{b) What is the normal number of appointments ? 

IV. Remedies. 

The following remedies have been suggested. Have you any 
remarks to make on them or any other suggestions to offer ?— 

(1) Vocational training and selection in schools. 

(2) Technical education. 

(3) Employment or Information Bureaux in Colleges and Govern¬ 
ment offices or Private Employment Agencies. 

(4) Diversion of middle classes to 
{a) agriculture, 

{b) mechanical occupations, 

(r) trade and commerce. 

(5) Provisions of more capital for agricultural development and 
the best method of securing this. 

(6) Village reconstruction as a means of employment. 

(7) Co-operative agriculture. 

(8) Farm colonies for middle classes. 

(9) Development of Banking in connexion with extension f)f 
agriculture. 

(10) Industrial Bank for promoting home industries and handi¬ 
crafts especially. 

(11) Co-Operative production and distribution. 

(12) Emigration 

(a) within British India, 

{b) outside India 



REVIEWS OF BOOKS 

RELATING TO INDIA 

Civics. By RaDHAKAMAL MuKERJI, M. A., Ph. D., Professor of 

Elconomics and Sociology. Lucknow University. Longmans, Green 

& Co., 1926. London, Pp. 209. Price Rs. 3. 

Dr. Mukerji and his works need little introduction to the Economists 
of India, or indeed to Economists in other parts of the world either. He is 
probably one of our most prolific writers. I think one may say with justice 
that as yet his productions show no signs of deterioration in vigour, insight 
and quality, though usually, things produced on large scale tend to become 
shoddy. 

The subject-matter of this book is different from the topics with 
which his other books have dealt with. The reason for this change is 
that with the Reforms introduced in the form of Government in this 
country, it has become more and more necessary for the ciiizem to realise, 
understand and appreciate their duties and obligations, particularly from 
the Indian point of view. Says Dr. Mukerji “An attempt is made in this 
book to lead the students to a correct conception of civic life and its grow¬ 
ing responsibilities from a study of Indian habits and conditions as the 
outcome of the social history of the people.” 

The scope of civics Dr. Mukerji defines in the words of a teacher of 
the subject in the London University thus: “ Just as the function of the 
State has gradually extended to include dealing with such fields of national 
life as Factory Laws and Education, Health and Housing, so our concep¬ 
tion of a citizen has broken what may be called its legal bonds, and expanded 
into one of a social being with connections all round him in art and science, 
with roots in the past and aspirations for the future—an entity of greater 
richness and interest. It is with this fuller idea of citizenship and with 
the citizen as a member of an ever-enriching community that' modern civic 
deals.” 

The book is divided into three Parts and possesses a useful Index. 
Part 1 deals with Civic Origins, It has five chapters dealing with Begin¬ 
nings of Social Life; Influence of Geographical Conditions of Social Life; 
the Geographical Factor in History; the Family and Social Gradation. 
Part II deals with Civic Institutions and Machinery and contains nine chap¬ 
ters. The subjects discussed are The State: Political Rights; Electorates 
apd Franchise; Central Government; Provincial Government; District 
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Administration; the Panchayat; Municipal Government and its Problems, 
and Education. Part III is on Civic Politics and Problems. This part contains 
six chapters and they consider subject, like Public Wealth; Housing of the 
Working Classes; the Rural Exodus; Wrongs and Remedies; Recreations 
and Art and Religion. 

From the above it will be apparent that the writer covers a wide field, 
and probably for the best understanding of civic life and its under-lying 
problems it is necessary to have an all-inclusive view. Modern organised 
life is not simple, it is highly complex and intricate and essentially delicate 
in its mechanism, and so no renovation, correction or adjustment is pos¬ 
sible or indeed practicable until all the various trends and determining 
factors are understood and examined in their true and right proportions. 
Hence this comprehensive treatment of the subject. 

The book opens with an arresting sentence : ** Society is much older 
than man himself.*’ This almost comes like a shock to the modem man 
surrounded as he is with an environment largely of his own making. The 
author, however, with clearness and with richness of illustration from 
animal and insect life establishes beyond doubt that the foundations of our 
social life lie deep, and spring from the origin of life itself. He then 
traces how certain social instincts grow, developed and became stronger 
as they exert an increasingly beneficial influence upon the well*being 
of individuals grouped together in the struggle for life. Thus he says: 
** Study of the social life and organisation of animals thus shows unmistak¬ 
ably that sociability is an aid in the struggle for existence.*' 

In the second part of his book dealing with Civic institutions and 
Machinery, he quotes from Godkin’s Problems of Modern Democracy, 
bringing out the value of **Talk .'* “We may rail at “mere talk*’ as 
much as we please, but the probability is that the affairs of nations and 
men will be more and more regulated by talk. The amount of talk 
which is now expended on all subjects of human interest—and in “ lalk '* 
1 include contributions to periodical literature—is something of which no 
previous age has had the smallest conception. Political philosophers main¬ 
tain, and with good reason, that one of its greatest uses is keeping down 

discontent under popular government.But there can be no doubt 

that it is talk—somebody’s, everybody’s, anybody s talk—by which these 
changes are wrought, by which each generation comes to feel and think 
differently from its predecessor. No one ever talks freely about anything 
without contributing something, let it be ever so little^ to ther unseen forces 

which carry the race on to its final destiny.So I shall, in disregard 

of the great laudation of silence which filled the earth in the days of Carlyle, 

8 
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say that one of the functions of an educated man is to talk, and of course, 
he should try to talk wisely.** This we feel certain will satisfy immensely 
certain types of people 1 

In writing about the mattef of Electorates and Franchise, Dr. Mukerji 
rightly lays very great stress on the education of the electorate. He 
says, *in a peasant civilization like that of India, where people are scattered 
and public opinion of the masses consequently is less articulate, there is 
special danger of the instruments of democratic control being captured and 
engineered by powerful interests. As it is, the bulk of the representation 
is drawn from the towns, and consequently is not in close touch with the 
needs of the rural population.** Here we have sumraed-up some of the 
greatest defects and difficulties that face the progress of democracy in the 
country. The solution will need far sighted statesmanship, and careful 
handling. 

Writing about District Administration he again lays his finger on the 
root cause in the weakness of Local Self-Government in the country. “Much 
of the weakness of Local Government is due to the fact that local bodies, 
as they are worked in India to day, are framed largely on British models, 
and do not constitute a continuation of such indigenous institutions as were to 
be found in the pre-British period. Moreover, they were entrusted with 
very little powers.** But he notices how in various Provinces legislation 
has been passed to revive and strengthen that ancient institution, the village 
Panchayat. The origin of the Panchayat is somewhat obscure, but it 
has been and still is, amidst the disruptive and disintegrating influences 
operating upon the life of the village, symbolic of its corporate unity. 
It is alleged to have come down from the aboriginal inhabitants of India and 
is their contribution to the later civilization of the land. It is, however, 
notable that its influence is strongest amongst the depressed and * untouchable** 
people of this country. Dr. Mukerji states that PanchayaU composed of 
different castes and even including Muhammadans, are not unknown, and he 
builds much hope in these for the solution of inter-communal troubles. 
This might well be, but for the moment it looks no more effective than a 
drawing man grasping out for a straw to save himself ! Dr- Mukcrji*s other 
suggestion for re-generating the rural life of India on the model of the 
Japanese village-grouping system looks very neat, but one wonders whether 
it is possible to model oneself in this fashion into perfection. We suspect 
we shall in our own planless way and manner work out our salvation. 

Writing about Municipal Government and its Problems it is satisfying 
to notice that the author boldly states that “ higher local taxation is 
essential.'* He also points out with equal clearness one of the serious 
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defects that is common to many Municipalities in the country, and is responsible 
to a very great extent, for the slow development of many of the civic 
amenities that one expects up-to-date Municipalities to afford their citizens. 
He writes Laxity in collection and the unwillingness of the Municipal 
executive to adopt coercive measures for the realization of their demand, 
leads to loss through the serious accumulation of arrears.** But recent 
Municipal records show an improvement in this respect, and one hopes that 
they will soon pass out of this stage, and no more invite such caustic remarks 
as the above. ^ 

On the matter of Education Dr. Mukerji has voiced all that thoughtful 
people official, and non-official have been saying for sometime past, and 
he calls our attention specially to the “Memorandum on Primary and 
Secondary Education** published by the Mysore Government, one of the 
most enlightened of Indian Slate?. The Memorandum is comprehensive, 
modern and appears also to be practicable. It points out with much sub¬ 
stance of truth that “compulsory education,** without adequate provision 
for “ Vocational * instruction may do more harm than good. It is not 
surprising that Dr. Mukerji who is such a believer in “ regional ** 
economic treatment, should suggest what he terms *'Regional College 
Courses.’* He writes, “the separation of industrial and academic subjects 
has shown its limitalions; and the present plan of teaching every subject in 
every college without the slightest reference to the needs and 
opportunities of the particular environment is responsible in large measure 
for our educational futilities. Economics and ethics, technology and arts 
can be “ live studies ’* only if they address themselves to the local 
tasks and problems of poverty and welfare, and the ordering, enhancement 
and beautification of regional and civic life.** Who can gain-say that we 
do not require re-adjustment of our thoughts on matters of Education some¬ 
what in the direction so lucidly indicated by the author ? 

, In writing about Housing of the Working Classes he has written much 
worth reading and some suggestions worth adopting. The gist of the problem 
and his own point of view may be summed up in a quotation he gives from an 
article written by R. A. Pope in the Journal of the American Institute 
of Architects : “ Towns must be built not to store workers over-night but 

where they can live human lives.’* Our Town-Planners and Improvement 
Trust people would do well to dwell on this sentence I 

The book would be invaluable to students who need a general intro¬ 
duction to the subject especially in its bearing on Indian Civic development. 

S. K, RUDRA. 
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Excise and Liquor Control — By JOHN MATTHAI, B, LIT,, D. SC. 

(London), University of Madras; The Authors Press and Publishing 

House, Mylaporc, Madras; pp. 95; 1924; Price Re. 1. 

In this book Dr. Mathai has made a brief study of the Excise problem 
with special reference to the Madras Presidency. In the first two Chapters 
the learned author has shown the necessity of excise control and has discussed 
the various methods adopted for controling the consumption of liquor in 
various civilised countries of the world. In Chapter III the excise system as 
prevalent in the Madras Presidency has been clearly explained and the 
results of this system have been shown in Chapter IV. It has been proved 
by facts and figures that this system has failed to reduce the consumption 
during the last ten years. It has been estimated that after making allow¬ 
ance for abstainers the daily consumption per head of absolute alcohol in the 
Madras Presidency is Joz. Therefore in the opinion of the author the 
limit of danger has not been reached. From the economic point of view, it 
has been estimated that the expenditure on drink, taking m toddy and arrack, 
works out at Vu of the average income. Dr. Matthai thinks that this 
proportion cannot be safely exceeded among a population whose average 
income is very low and therefore he feels that the case for the reduction 
of consumption is very strong from an economic point of view. 

In Chapter V alternative remedies of prohibition and local option have 
been discussed and it has been shown that prohibition is impracticable at 
the present time in India and therefore recourse must be had to local 
option. In Chapter VI immediate remedies have been suggested. They 
are (a) application of the principle of local option as far as arrack is con¬ 
cerned and {b) the issue of licenses for sale of toddy on payment of fixed 
fees instead of by auction. 

The financial aspect of these proposals, so far as the Madras Presidency 
is concerned, is considered in Chapter VII. On the assumption that the 
exercise of local option with regard to arrack will result in the complete 
abolition of the traffic in arrack in the course of ten years, the loss in actual 
revenue in the Madras Presidency after ten years is estimated to be about 
2 crores of rupees per year. The loss in progressive increase of revenue 
is estimated at 75 lakhs of rupees per year. The methods suggested for 
meeting these losses are as follows;— 

Retrenchment •. .. Rs. 100 lakhs 

Regrouping of villages .. .. „ 50 „ 

Reduction of grants to local bodies .. „ 50 „ 

Supertax on land ., ,. „ 50 „ 

Surcharge on Income-tax .. „ 20 ,, 

Saving by Provincialisation of services „ 5 „ 
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It has also been suggested that if the Central Government reduces the 
Provincial contribution from Madras, recourse should not be had to the 
last three methods. Considering the (act that local bodies have many 
important works to do and that they generally are always short of funds, 
we do not agree with Dr. Matthai's proposal (or the reduction of grants to 
local bodies. His other proposals deserve serious consideration. 

We strongly recommend this excellent book to all those who are in¬ 
terested in the Excise problem of India. 

DAYA SHANKAR DUBEY. 

Trade, Tarriffs and Transport in India. By K. T. SHAH, Professor of 

Economics, University of Bombay—Published by The National Book 
Depot. Bombay. 1923. Pp. 3. VIII, 450. XI. 

This voluminous work as Professor Shah observes in the Preface “ is 
not merely an essay in alliteration but as is usual with the productions of 
Professor Shah it is a work of more than usual interest. In this book he 
brings together a large mass of statistical and other information on Indian 
Trade and Transport from the earliest times. Thus Part I—introduction 
Section A—gives us an idea of the Chief articles of imports and exports as 
well the direction of trade in Ancient India. While in Section B, inform¬ 
ation about these same things is supplied lor the Muhammadan Period. 
In Section C Indian Trade and Transport in the eighteenth and nineteenth 
centuries is discussed, and some evidence is also brought in to show the 
causes of the industrial decline of India during this period. 

However, we feel that if the author had exercised a little restraint to 
his propensity to criticize other investigators who had the misfortune to 
precede him, his work would have been certainly far less jarring and far 
more logical than it is in its present unnecessarily controversial form* Thus 
on the very first page he quotes from the Cambridge History of India the 
following sentence But there is still (Vedic Period, somewhere between 
1500 to 1000 B. C.) no hint of sea-borne Commerce or of more than river 
navigation. ’’ Although for the purposes of his theme there is no occasion 
for quoting this sentence that we can find, yet he must simply be¬ 
cause he is anxious to controvert this statement, and this is how he 

fares :—“ Certainly, the Vedas.contain passages which suggest 

a very considerable trade. Without having recourse to the specific mention 
in the Vedas of sea-going vessels. We may point out that the list of 
occupations given on the very page from which the above remark is quoted 
clearly shows the development of the sea-borne commerce of India, since 
a good many of these crafts were destined to meet the needs principally of 
foreign Commerce.’* Says Professor Keith in the Cambridge History of 
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India, Chapter V: “We hear of hunters, of several classes of fishermen, 
of attendants on cattle, of fire* rangers, of ploughers, of charioteers, of 
several classes of attendants, of makers of jewels basket-makers, washermen, 
rope-makers, dyers, chariot-makers, workers in gold, cooks, sellers of dried 
fish, makers of bows, gatherers of wood, door-keepers, smelters, footmen, 
messengers, carvers, seasoners of food, potters, smiths and so forth. Profes¬ 
sional acrobats are recorded and players on drums and flutes. Besides the 
boatmen appear the oarmen and the polemen.'* 

“ From the earliest available records of Indian foreign trade the most 
frequently occurring articles of Indian export are cloth, dyes, precious stones 
and metal work, and a list of occupations which includes jewel-makers, 
dyers, weavers, smelters and smiths cannot possibly be held to have 
been properly read, if it is made to yield the conclusion that there is no 
hint of sea-borne Commerce,** This is logic indeed!!! Surely from the 
list one can read neither the one way nor the other. 

And again on page 3 ‘‘ In India exchange, inter-tribal, or rather inter¬ 
provincial, Commerce must be held to have arisen before the growth of 
trans-frontier trade which in its turn must have preceded the sea-borne 
trade. And as this last is admitted to have been in existence, even 
under the most searching criticism of the evidence by about 700 B. C, 
there cannot be no objection in assuming that Indian Commerce, as such, 
must have come into existence at least about 1500 B, C, if not earlier. 
Here is another example of our Professor’s logic as well as historic sense 
with special reference to Chronology. 

The spirit of controversy finds unbridled play in Part II, Chapter 1 
where he discusses the theory of International Trade. As usual the remain¬ 
ing part of Part 11 is replete with useful information and some very 
suggestive thoughts, yet he must mar its beauty by setting himself to con¬ 
trovert an incontrovertible theory of economics—the theory of international 
trade. 

Although neither classical economists nor their modern followers, at least 
none that we know of, have ever suggested that international trade always 
finds its origin in the differences of comparative cost, yet Professor Shah must 
say that “the classical economists have all agreed that the origin of inter* 
national exchange must be sought in the differences in the comparative 
cost of producing the given articles in the different trading countries.*' And 
in suppmrt of this assertion of his must quote Cairns who puts his statement 
thus: “The one condition at once essential to and also sufficient for the 
existence of international trade is a difference in the comparative, as counter- 
distinguishedjrom the absolute cost-of producing the commodities exchang- 
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cd.” Now let our readers judge for themselves whether poor Caims is 
talking of the origin or of the existence, which if it were read with the 
context would mean nothing else but continued existence. 

It is thus that our Professor makes a dragoon tor himself, and then 
quiote-like sets to fight it. Of course in this mock fight he succeeds. But 
this acrobatism in the air exposes him to ignorance of the A. B. C. of the 
theory of international trade. 

In this way one could go on tearing passages after passages from the 
publication—passages which seem to have been introduced merely for the 
sake of controversy, and which add little or nothing to the main theme of 
the subject-matter. It is this attitude of “Must controvert*', which is met 
with throughout this otherwise very valuable, informative and suggestive 
work of Professor Shah that in our opinion has needlessly added to the 
bulk of the book, and tends to engender otherwise unmerited hostility. 
Such an eagerness to criticize others one could very well understand and 
at the same time tolerate in a novice anxious to win his spurs in the field 
of economic research. But in a veteran of Professor Shah*s standing who 
has already won his laurels such cheap snare at the expense of others is 
totally uncalled for. 

We regret very much that we had to make the above painful remarks, 
but our duty as a reviewer demanded them, and the same duty compels us 
to add that leaving these considerations apart the book is well worthy of a 
close study by all those who care to have an idea of the Trade, Tarrif and 
Transport in India interpreted not in a spirit of isolation but conceived as 
a complementary whole in relation to the national regeneration of India. 
Professor Shah is an independent thinker, and a thinker of no mean ability, 
whose thought not only deserves but commands our most careful attention. 

B. G. BHATNAGAR. 

Inland transport and Communication in Mediaeval India: By 
BENOY Kumar SARKAR, : Calcutta University Press, 1925. Pp. 87. 

The aim of this short monograph is to study the methods of inland 
transport and communication in Mediaeval India, roughly from the I Ith to 
the 18th century A. D.’* (Preface). 

The monograph is divided into 3 chapters. Chapter I deals with water 
transport, Chapter I! with land transport and Chapter HI with the post. 
A list of authorities consulted is appended at the end. 

Mediaeval as well as Ancient India has vast commercial ^relations with 
the outside world, which could not have been possible if her inland stations 
had not beep able to send a regular supply of merchandise to the ports and 
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frontier stations. And this those inland stations could not have done if there , 
had not been at least adequate means of transport and communication. 
This a priori conclusion, the author clearly shows, is borne out by the 
economic (acts of the period studied. His conclusion is summed up in the 
following words:—“ Having regard to the almost self-sufficing character of 
the different parts of the country, the small development of territorial divi¬ 
sion of labour and the little inter-dependence between one part and an¬ 
other, and the comparative absence of traffic in such bulky articles as coal 
and iron, hides and jute, etc., the means of communication and the facilities 
for transport in Mediaeval India may thus be considered to have been 
fairly adequate to meet the needs of the limes.” (P. 71). 

The monograph is the result of great labour. It gives for the first time 
a connected and systematic account of the subject it deals with, and affords 
throughout interesting reading. 

G. D. K. 

Ariha Shastra {in Hindi) Part I: By R. K. KUMAR, M. A., 
Principal, Commercial College, Delhi, 1925, pp. 328. Price Rs. 2-8-0. 

In India, the number of persons who can understand English is extreme¬ 
ly small. The masses can be reached through the medium of books written 
in vernaculars only. Hindi which is the mother tongue of ten crores of 
people and is easily understood by crores of others is being accepted by 
common consent as lingua franca of India- While thousands of books on 
economic subjects have been published in English, the number of good 
books published in Hindi on these subjects does not exceed even thirty. Is 
it not the duty of every Indian Economist who knows Hindi to write a few 
excellent books on economic subject in Hindi with a view to diffuse the 
knowledge of Economics amongst the masses ? Professor Kumar has done 
a real service to the country by writing this book in Hindi. 

One real difficulty in writing a book on economic subject in Hindi, as 
mentioned by the author, is the want of suitable Hindi equivalents for many 
technical terms in Economics. A suitable selection of words has to be 
made or new words have to be coined Sometimes these words do not 
convey the idea meant to be conveyed and often different authors use 
different Hindi equivalents for the same technical term in English. This 
often leads to some confusion of ideas. Earnest efforts should soon be 
made by eminent Indian Economists to select suitable Hindi equivalents for 
all the technical terms in Economics and use them uniformly in writing 
books in Hindi. 

The book under review has a short foreword by Dr. Hari Singh Gour 
M* A., LL. D., D. Lift., M. L. A., cx-Vicc'Chancellor of the Delhi Uni- 
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versity. In this (oreword ihe learned Doctor has made certain statements 
which are misleading. His statement that * so far as i am aware no treatise 
exists on Economics either in Sanskrit or in any of the vernaculars of the 
country * shows a poor knowledge of Sanskrit or vernacular literature. We 
do not know how the learned Doctor forgot everything about the well 
known book Kandiya's Arthshastra in Sanskrit. The number of books on 
Economic subjects not only in Hindi but in Urdu* Marathi, Gujerati and 
Bengali also, though small, is not insignificant. The learned Doctor before 
making this statement ought to have taken a little trouble to find out the real 
position. In the same foreword he further says *he (Professor Kumar) has 
stated a few principles of his own which I have read with much interest.* 
We have gone through the book very carefully but have failed to find 
any new principle enunciated therein. The learned author, we believe, 
does not claim any principle to be his own and so far as we have been able 
to judge he has accurately stated most of the well-known fundamental truths 
oi Economics with examples mainly taken from Indian Conditions. 

The book primarily deals with Production and Consumption only. The 
second part will contain discussions on Exchange, Co-operation, Monopoly 
Distribution, Labour Problems, Socialism and Taxation. The third part 
will be entirely devoted to money and exchange with special reference to 
India. The book is written in simple language which can be easily under¬ 
stood by those who have some knowledge of Hindi. Though not a trans¬ 
lation of any particular book, it reads like a translation in many places and 
there appears to be great scope for improving the language here and 
there. Had the book been edited by some well-known literary roan 
with a” view to improve its language and had it been printed in some 
i>cUcr press, wc are quite sure that it would have compared very favourably 
with books on Economic subjects published by well-known English 
firms. 

The book will undoubtedly be very useful to the student of Economics. 
We congratulate Professor Kumar on writing the excellent book and we 
recommend it very strongly to all those students of Economics whose 
mother tongue is Hindi or those who have some working knowledge of 
the vernacular. 

DAYA SHANKAR EMJBEY. 


9 



126 


REVIEWS OF BOOKS 


Technical Education, By J. C, GHOSH. Published by Messrs- Thacker, 
St>ink & Com Calcutta, Pp. 316. Price Rs. 4-8. 

Mr. Ghosh in his book on ** Technical Education ** describes the utility 
of such an education and shows its advantages specially to the educated 
middle class and to the country in general ; above all, how it can solve the 
bread problem. 

He gives reasons why technical education was neglected and looked 
down in the past in India. There being plenty of lucrative jobs for 
educated men, the middle class naturally took to general education. 
Besides, at that time, the use of present day mechanical appliances, requir¬ 
ing the services of intelligent young men, was not known. Further, only 
lower classes engaged themselves in manual labour and skilled craftsman¬ 
ship, and their wages were low because of a lower standard of living, so 
the educated middle or 'Bhadralok* class looked down upon such work. 

The writer draws a distinction between technical and technological 
education, the former for artisan or skilled labourers and the latter for 
educated men with advanced scientific knowledge coupled with practical 
training to guide the former. 

Mr- Ghosh states in his preface that he will be brief in his discussion 
on Technical Education but he is very brief, and he enters into academic 
discussion. However, the portion on Chemical and Pharmaceutical 
Education is not only interesting, but also instructive and useful to the 
students and the authorities alike. He shows how applied Chemistry can 
improve and develop industry in general and cottage industry in particular 
which will afford independent living to the educated middle class and thus 
widen the fields of activity. Instead of wasting the time and energy of our 
young men in the college and University laboratories on experiments in 
uneconomical subjects, if proper scope be given to them to train and 
experiment in industrial Chemistry such as making of Soap, paint, 
varnishes, colour, etc., the country will naturally get richer in industries 
which will be established, and will also give employment to many young 
men, and draw capital from shy corners and will solve the bread problem. 

The author further describes how we can improve our agriculture and 
increase the productive capacity with the help of applied science and 
proper organization. He surely speaks in praise of the Pusa College, but 
1 could hot agree with him there. It might be true that advanced researches 
are conducted there, but it is very doubtful if we have reached that stage 
of development in agriculture which justifies advanced research on the 
growth of mammoth vegetables, etc. What we need is a thorough study 
of our agricultural conditions, open experimental farms, improved methods 



RELATING TO INDIA 


127 


and implements in the light our scientific knowledge as it is done in the 
Agricultural School, Allahabad, and, when successful, diffuse that knowledge 
among the cultivators. We require, at least one farm in each district. 

1 am sure, the book, for all the valuabe information contained therein, 
will be a help and a guide to our young men. The book also contains 
general rules and regulations of Provincial and Imperial Services together 
with salaries, prospects, etc., and, as such, will be of great help to both 
parents and students. 

R, C. CHOWDHURY. 

Economics of Agricultural Progress by B. G. SAPRE. M.A., Printed by 

V. P. Pendhekor at the Tutorial Press, 211 A, Girgaun Back Road, 

Bombay 4 ; and published by the Author, Willingdon College, Sangli. 
Pp. XVI, 207. Price Rs. 2-8. 

This little Book is a welcome addition to our by no means large stock 
on Indian Agricultural Problem. 

In the First Chapter the author describes the changes brought about in 
the Economic Organization of India by the introduction of roads and 
railways, the development of large scale production and the export trade in raw 
materials such as jute and cotton. In Chapter II the problem whether 
India should emphasize the development of agriculture or of manufacturing 
industries is discussed in detail and the author concludes “that the regene¬ 
ration of our industries is indispensable for increasing the efficiency of the 
people, imparting a tone to their life, lor the accumulation of capital, and 
finally for bringing our efficient labour and increased wealth to bear upon 
the improvement of agriculture. This does not mean that that in exalting 
industries the author is disparaging agriculture. Not only does he believe 
that agriculture “is even now the basis of all industries but also that for 
centuries to come it will remain with us the principal source of wealth. 

Properly organized it has immense possibilities in the future. It is precisely 
because I am anxious to see agriculture coming to occupy the high place 
to which it is entitled, that I am pleading here for a wide diffusion of 
industries and the resulting spirit of enterprise and organization as hand¬ 
maids to agriculture.'* 

After making his position in relation to agriculture development in India 
thus clear the author passes on to discuss in the third Chapter the criteria 
of agricultural policies, progress and prosperity. Here he gives the history 
of English agriculture during the years 1860-1914 and discusses in detail 
the opinions of Sir A. D. Hall and Sir J. A. R. Marriott in this connection, 
and then deduces the following conclusion for India : “Our country resembles 
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the United Kingdom in the density of population, but we have neither its 
industries nor an empire to absorb our increasing numbers. We resemble 
Ireland of fifty years ago in her poverty but have none of the Celtic 
faculty for agitation for the redress of political and economic grievances, 
and are too far removed from England to loom large in her politics. Nor 
have we the facilities for emigration which Ireland had. We resemble 
France in the wide diffusion of landed property but there cannot be a 
greater contrast between the thrifty, industrious and intelligent French 
peasant and the improvident and stolid Indian ray at. We resemble the 
United States in their vastness and natural wealth, but in the place o( a 
mobile and enterprizing population that makes most of the gifts of 
Nature, we have a population that is the debris of five thousand years of 
foreign invasions and internal commotions and that has not thought worth 
its while to utilize the generosity of Nature for material purposes. It is 
clear that the political aspect of the land-problem will never exercise our 
minds. It is in industries that our dependence upon others is woeful, and 
may become disastrous in a period of international crisis. In agriculture 
we shall be able to meet our own wants and spare for others for years 
to come. With us the social aspect is important; but equally important is 
the scientific aspect of increasing the productivity of land.'' 

In the next three chapters therefore the author examines the various 
remedies such as irrigation, consolidation of agricultural holdings, the 
use of improved implements and so forth suggested by others to make agri¬ 
culture in the Deccan scientific. It is in these chapters that we can glean his 
own ideas about agricultural development, as he in his preface remarks 
“I have made no new discoveries nor have I any novel remedies or nostrums 
of my own to offer. My object is to marshal, in a small volume like the 
present, some of those considerations which form the background and 
the foundation of agricultural prospeiity." 

B. G. BHATNAGAR. 

Comments on Mr. H. SINHA’S article. ^'Seasonal Fluctuations in the 

Indian Bank Rate and the Remedy' printed in the November 1924 

issue of the Banker's Magazine, London. 

Mr. Sinha in his article on “Seasonal Fluctuations in the Indian Bank 
Rate and the Remedy” describes the different measures taken by the 
Government to remove the stringency in the money market. He is right 
in thinking that these have solved the problem only partially and suggests 
that by stabilising the exchange at Is. 4d. to a rupee, seasonal monetary 
stringency and fluctuations in the rate of interest would be reQioved. It is 
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true* that, if the rate of exchange be stable, business will tend to be normal 
and India will also attract capital from England for seasonal investments 
which will be discouraged if the rate is fluctuating. 

So far 1 agree with Mr. Sinha, but I think that this increased supply 
will be only another step in the same direction as the Government measures 
have been, and will not be a complete solution of the problem. , Besides, 
this increased supply will not be coming as soon as there is a demand, nor 
will it decrease with a decrease in demand. To be effective, the supply 
should be automatic. 

Let us analyse the situation to find out the possibibility and also the 
necessity of preventing the fluctuations in the rale of interest. Given a 
choice, businessmen will prefer an elastic Currency System to a stable 
rate of interest. During the active seasons, or when the business cycle is 
on its ascendency more accommodation is demanded by businessmen. If 
the Currency System is elastic, commercial paper is rediscounted. This 
decreases the reserve. With gradual increase in rediscounting and conse¬ 
quent decrease in the reserve the banks are forced to raise the rate of 
discount. It is not only necessary that the Currency System of a country 
should be elastic, but at the same time there should be some mechanism to 
check undue expansion. No doubt, with a high discount rate the cost of 
production goes up, but the loss is compensated from the increased rate of 
profits. If we glance over the Bank Rate of the United States of America 
since the Federal Reserve Act was passed in 1913, we will find a 
fluctuation in the rate of interest inspite of the fact that there is an automatic 
elastic Currency System in that country. In this connection 1 refer to Mr. 
Mitchill’s article in the June 1926 issue of the American Economic Review 
giving a statistical record of the fluctuations in the Bank Rate of the 
National Banks of Chicago. From the above it is clear that it is neither 
possible to prevent fluctuations in the rate of interest nor is it desirable to 
have it stable specially during the active seasons and at the upward swing 
of the business cycle. 

I do not understand, nor does the writer explain how a lower rate of 
exchange will be of advantage so far as stabilisation of the Bank Rate is 
concerned. 

In conclusion I would prefer Mr. Sinha not only to advocate a stable 
rate of exchange, but in addition, to make demands for an automatic 
elastic Currency System and a sound Central Banking institution for the 
control of credit. 


R. C. CHOWDHURY 
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Introductory. 

As sUidentiS of Indian economics we should feel extremely thank¬ 
ful to the Government of India for having published two important 
reports bearing on three most important subjects of our conference 
this year—Taxation, Currency, and Banking—the reports of the 
Indian Taxation Enquiry Committee and of the Royal Commission 
on Indian Currency and Finance. They both afford ample material 
for thought and discussion and we would be failing in our duty if 
we do not devote sufficient time to examine these documents and 
express our well-considered views on the conclusions and recom¬ 
mendations contained therein. I would even go further and request 
the conference to record its opinion on these matters in the form of 
resolutions, that there might be no doubt about our views. 

I crave your indulgence to confine my attention in this paper to 
some important chapters of the Report on Indian Taxation. This 
is the firstupf its kind in India. Till this bulky report was published 
last March we had no authoritative account of the Indian tax system, 
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except perhaps for the three chapters in the fourth volume of the 
Imperial Gazetteer published under the authority of His Majesty’s 
Secretary of State for India in Council about 20 years ago. Since 
then great changes have been made in the scheme of Indian taxation. 
I am not unaware of the meritorious labours of Messrs. Shah, Vakil 
and Shirras in the field, but their works have not received the 
imprimatur of the Government of India. They may perhaps take 
credit for having provoked the Government to start this enquiry and 
for having facilitated its work, though curiously enough, there is no 
acknowledgement of their services in the pages of the report. 

In announcing the appointment of the Committee the Govern¬ 
ment of India made us understand that its mode of investigation 
would be in accordance with scientific principles and that it was made 
small so as to ensure its expert character. Our association was 
glad to welcome the members at its session in Benares two years 
ago, soon after they had started work, and to give them the benefit 
of its deliberations on some of the main issues of their inquiry. 
It is now our duty, therefore, to examine their report, appreciate 
the extent of our influence on the views of the Committee and to 
estimate the scientific value of their more important conclusions and 
recommendations. 

I do not propose to cover the whole ground in this paper. I 
wish to confine myself to what I would consider the most important 
chapter of the report, namely, that dealing with the land revenue. 

The Scope of the committee's enquiry into the 
Land Revenue problem. 

The scope of the Committee's investigations into this most 
important item of revenue w^ first defined by the Government of 
India thus :—“ to study the incidence of the land revenue including 
water rates and to point out any defects from the point of view of 
the canons of taxation or any difficulties in the re-adjustment of 
taxation". (Para 6 of the resolution of the Government of India, 
dated 24th May, 1924). Later on the Government felt it necessary 
to interpret this guarded and brief statement to include the follow¬ 
ing lines of enquiry :— 

(i) to decide the canons or maxims of taxation nSw accepted 
by Economists, 
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(2) if and in so far as these canons of taxation can be applied 
to the land revenue system«i, to see how far, if at all, these systems 
or any of them offend against the canons in question, 

(3) point out such defects, if any, as can be cured without 
radical changes in any system or systems, and 

(4) lastly, if a complete change of system is necessary, to 
examine the systems of land revenue applied in other parts of the 
world and to suggest in broad lines the general lines of revision 
recommended. (See Appendix, page 4). 

Let us take the chapter dealing with the land revenue and 
examine how far the committee have followed the directions of the 
Government and what conclusions they have arrived at. The 
following analysis of the contents of the chapter which is somewhat 
long would render our task easier. 

Matters dealt with by the committee. 

(1) A brief survey of the systems of land taxation in other 
countries with an indication of their leading features and of the 
tendencies of nKxlcrn development in land taxation in the world in 
general; 

(2) a lengthy historical and descriptive accf)unt of the systems 
of land tenure and taxation now obtaining in India with a summary 
of the principles of the existing settlements ; 

(3) a discussion of the nature of the land revenue, whether 
it is a tax or a rent; 

(4) the application of the canons of tax to it; 

(5) defects of the present system; 

(6) consideration of proposed substitute for the existing sys¬ 
tem ; and finally, 

(7) the Committees recommendations. 

Committee’s conclusion dubious, and method unsatisfactory. 

It will be noticed that the Committee has not grappled with the 
issues involved in as bold and direct a manner as the Government 
desired and all of us would have wished. For one thing, they have 
not declared explicitly whether they consider that the present systems 
are fundamentally sound and in accordance with the canons of 
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taxation, or that they divurge widely from them and a complete change 
of system is necessary. They have left us in the land of surmises 
From the proposals which they have made in section 102, page 84 
of the report one would infer that they do not want to disturb the 
existing conditions to any great extent, but they have not said so 
plainly nor have they given any reasons for their opinion. On the 
other hand, their criticism of the land revenue systems with refer¬ 
ence to the canons of taxation and their detailed description of the 
systems obtaining in other countries of the world would lead us to 
the conclusion that there are glaring defects in the system which 
cannot be cured without radical changes and that it would be desir¬ 
able to copy some of the features of other countries in the reform 
of our system. 

(1) The canons of Taxation. 

Again, it is unfortunate that the committee have not cared to 
formulate the canons or maxims of taxation which in their opinion 
are now accepted by Economists, though they were required to do so. 
They have left to draw inferences about it from the manner in which 
they have approached the question of the Land Revenue system. 
It would appear that they considered the time-honoured canons of 
Adam Smith as quite suitable and sufficient for all purposes even in 
the present age. But I am not sure that we would agree with them 
in that view. No doubt we might be prepared to start with these 
famous maxims but we would interpret them in a way which is very 
different from that of the “ father of political economy, and which 
the committee seem to have followed. For example, the canon of 
‘‘economy" is not now taken to mean only, or even chiefly, the principle 
of cheapness in the cost of collection as the committee seem to think 
but rather in the sense of “ general social advantage " (Shirras) or 
minimum interference with the productive efficiency of the country. 
(See Gregory’s reply in App., page 7, answer to question 26). 
The committee seem to be quite unaware of these recent developments 
of Economic thought. Further, these principles are not like the 
Euclidian axioms requiring no explanation; on the contrary, the mean¬ 
ings given to these terms are likely to differ according as we view 
the tax system from the stand-point of the tax-payer, the lax 
collector or the Government and the Community (cf. Stamp’s Prin- 
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ciples of Taxation). Then again there is a difference between the 
apparent and formal meanings of these terms and their real and 
underlying implications. 

I need not call the attention of this learned body to the elaborate 
discussions in text-books on the apparently simple canon of “ability”. 
Even the terms “certainty” which might appear to defy controversy 
by its very sound has to be interpreted in two ways: formal certainty 
implying, that the rate of taxation is fixed, and actual certainty to 
the tax-payer as to the burden of the tax. It is the failure to make 
this distinction that leads the Committee into certain inconsistent 
statements. On page 68 they say “on the whole it may be said 
that the canon of certainty is satisfied”. Immediately after on 
the same page we find the following statement: “the income out of 
which the assessment has to be paid fluctuates normally with the 
vagaries of the monsoon and other causes”, and on page 77 they 
write “it seems to the committee that this uncertainty as to both 
the bases of the assessment of the rate is one of the chief defects 
in which the land revenue systems are open to criticism”. Thus 
we are driven to the conclusion that the committee were not 
well advised in ignoring the difficulties involved in formulating the 
principles of taxation and explaining their significance. Such a 
preliminary examination would have saved them from glaring 
inconsistencies of the kind mentioned above. 

(2) Land Revenue—Tax or Rent, 

Issues involved 

Before we go on to discuss the other parts of the Committee’s 
examination of the land revenue with reference to the other 
principles tacitly accepted though not expressly enunciated by 
them, we shall have to bestow some attention upon its verdict on the 
preliminary question as to the nature of the land revenue. The 
Committee have done well to state clearly the specific issues 
which this question raises and to record their opinions on them 
categorically. This perspicuity is the result of their differences of 
opinion on the point and we may actually congratulate ourselves, 
as students of Indian Economic History, that the members were 
not able to agree ; for one result of their disagreement is that they 
have been led to trace the History of the State’s claim to exclusive 
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proprietary right over the land in India from early days with the 
help of the various authorities on the subject, a digest of whose 
views is given in Appendix (pp. 27—74) and to establish certain 
propositions of great value. These propositions are, (i) that under 
both Hindu and Muhammadan rule the State never claimed absolute 
or exclusive ownership of the land and dehnitely recognised the 
existence of private property in it, and (2) that the British did not 
succeed to any rights of absolute ownership. 

The other issue which was raised but on which the Committee 
could not agree related to the respective rights of the Government 
and the land-holders in the land. 

On this point the Committee have drawn a distinction between 
permanantly settled and temporarily settled tracts. While they 
agree that in the former case the Government have no proprietary 
right they are divided in opinion as regards the latter. We arc not 
however able to appreciate the reasons for drawing a distinction 
between the two cases which some of the members have done and 
recorded on page 66 of the report. Let us examine them serially. 

Firstly, the ryot in some provinces is in a position to 
relinquish any definite unit of his land : what we would ask is, 
docs the Government give him any compensation for improvements, 
in such a case, as a private land-lord would have to do } Again, 
what is it that drives the ryot to relinquish the land ? Is it not 
the high assessment on it } Is it not because that piece of land 
does not yield him anything more than the cost of production ? 
In such a case, if the ryot relinquishes, how does it prove that 
he has no right to it ? It does not differ in essence from the 
abandonment of an useless article such as throwing a rotten egg 
into the street. It no doubt belongs to the person till he throws 
it away. The only difference is that in the one case it is swept 
away by the street cleaner and disposed of as rubbish ; in the 
other, it is included in the waste lands over which the Govern¬ 
ment has come to assert full proprietary rights. Far from proving 
the absence of private right in land this example serves to expose 
the oppressive character of the land revenue in certain cases, 
where it is collected even from land which does not yield any net 
income. 
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Another reason given is that the revenue demand on a piece 
of land “ is liable to be revised if it is put to some other use 
than agriculture/’ How does this derogate from the right of the 
owner ? This practice merely shows that assessment bears some 
relation to the use to which the land is put because its annual 
value varies accordingly. On purely economic grounds we can 
justify the revision. For example, if agricultural land in a city like 
Madras or Calcutta is converted into house site, would not the 
Government be justified in raising its rate of assessment } Does that 
imply that the owner has only a partial right to the land? That 
would lead us to the absurd conclusion that all citizens are slaves 
and all property is pledged to the Government because it is 
liable to duties and taxes varying from time to time according to 
circumstances. 

The last reason put forward is the nature of rules relating to 
waste lands in certain provinces—that waste lands are only let on 
lease in certain cases. But in the same place it is said that there 
are other cases in which the lands are sold outright. I suppose in 
such cases at least the upholders of the state theory of ownership 
would accept that the buyers have become full proprietors by reason 
of their purchase; but, are they not liable to the land tax ? Does 
this payment degrade them from the position of the owner to that 
of tenant ? How does their position fundamentally differ from that 
of the so-called lease-holder who has a permanent tenure, whose 
terms of assessment arc subject to revision, perhaps at more 
frequent intervals than in the other case ! In fact we may say 
that the peculiar cases noted in the report are clear evidences 
of the vicious policy of the Provincial Governments concerned in 
regard to the administration of their waste lands. In leasing 
the land instead of selling them outright they are acting as 
a monopolist entering into an unconscionable bargain with his 
customers because they are at his mercy. Taking advantage of the 
pressing needs of the cultivators, they exact the most oppressive 
terms from them in the so-called interest of the community. These 
Governments do not mind giving away at the same time large 
unsiirveycd areas to foreign planters on purely nominal rents. 

We are thus driven to the conclusion that the prologonists of 
state ownership have but a poor case on these grounds. The really 
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sound view what the other members of the Committee have 
recorded that the possession of a ryot in a temporarily settled 
tract is not fundamentally different from that of the zamindar so 
long as he pays the annual land revenue*’. If anything, we may 
add, his right is superior to that of the zamindar because the latter 
has generally permanent tenants on his land whom he cannot oust, 
while the former is an absolute master of his land. 

It may be asked of the dissentients how they could put forward 
the Government claim to any proprietary right in rj’otwari tax 
when they have already accepted that past Governments, Hindu 
and Mahomedan, did not make any such claim nor did the British 
Government succeed to any such rights. We may also ask them 
how the distinction between the permanently settled lands and 
the temporary lands come into existence. Was it on the ground 
that in the one case the Government surrendered its rights to owner¬ 
ship and in the other it retained them ? This is far from the truth. 
We all know that the distinction is the result of a pure historical 
accident, viz,y that at one time, for reasons partly economic and 
largely political, the East India Coy., the distinguished predecessors- 
in-title of the present Government of India felt it necessary or 
expedient to limit its rights to the collection of revenue to a1ii«jd 
amount in the territories then subject to them. A little later when 
the political though not the economic reasons had lost their impor¬ 
tance they began to put off the application of the same principle 
to their later acquisitions. For 8o years, however, they followed 
this policy of procastination and it was only so late as 1885 that the 
permanent settlement idea was fvrmally abandoned (See Land 
Revenue Policy of the India Government, page 183). In the same 
despatch which announced this decision the ground for giving up 
the idea is given. It is not the old-world notion of the Government 
retaining its ownership of land in the temporarily settled tracts 
as some of the Committee members would make us believe but the 
purely modern principle of the “ state*s claim to share in the 
unearned increments ot the value < f land to which there is a 
tendency in a progressive country **. {Ibid) 

The upholders of the state theory of ownership would, however, 
.seem to have given up their case in the end, when they subscribed 
to the statement that “ they are agreed, that in the generality of 
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cases, Zaenindars and ryots arc respectively the possessors of the 
proprietary rights, subject to the payment of land revenue 
(P. 66). No doubt this is a very guarded, and, if we may say so, a full 
blown legal language. For one thing, the expression ‘ possessors of 
proprietary right' mystifies us and leads us to suspect the deft 
hand of the Legal Adviser of the Committee in this paragraph. 
For us Economists, to whom the language of the Courts carries 
little weight, the term seems to be a mere circumlocutory synonym 
for ‘ owners.’ Our lawyer friends may correct us if we are wrong 
in that view. As regards the qualifying phrase ‘ subject to the 
payment of land revenue ’ wc can only say that all citizens and all 
property are subject to the absolute control of the State in modern 
times. The difference between one citizen and another and one 
piece of property and another in their subjection to the state, is 
one of degree and not of khid. If there were no doubt about it 
among the Anglo-Saxons the recent war would have made it 
quite clear. In fine, my contention is that if a piece of propert)' 
is subject to a state burden it cannot be said to lose its private 
proprietary character. 

We now come to the concluding part of the discussion—whether 
the land revenue is a tax or a rent. It is most unfortunate though 
not surprising, in view of what has preceded, that the Committee 
could not record a unanimous and clear finding on this vexed question. 
They have had to differ and they have taken care to present the 
important arguments for both sides of the question. Let ns examine 
those put forward for the ‘ rent theory — (1) It cannot be altered 
to suit the requirements of the state in the long period for 
which it is fixed. (2) Amenities are given to the payers of land 
revenue in the shape of rent-free house-sites, com non lands, 
and loans for cultivation. Let us take these one by one. How 
could the first reason support the notion that the revenue is 
rent ? It only shows its inelastic character as the committee itself 
has recorded in another place (see page 79, section 96). As regards 
the latter point these privileges can be compared to the exemptions 
which are common to many income-tax systems in the world though 
not in India. The grant of loans for agricultural purposes cannot 
put the Government into the position of an owner. Modern Govern¬ 
ments in the west, are prepared to do as much, if not more for 
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their subjects, especially after the war. On the other hapd, besides 
the arguments put forward in the report in its favour, we may point 
out the following points in favour of the tax theory:—(i) Historically 
the land revenue was only one of the many taxes on income, the 
income from other cx:cupations like trade and industry being also 
subject to tax from the days of Manu (Sec Manu, chapter 7, Verse 
127 138) to the begining of the 19th century and 

(2) All lands under cultivation are subject to land revenue 
irrespective of their yielding an economic rent or not. This has 
been noted already. 

(3) It is not open to the cultivator to throw up his land at any 
stage and get compensation from the Government for such perma¬ 
nent impi'ovemcnts as he might have made. 

(4) The modes of assessment in force allow for difference in 
the habits and methods of the cultivators in different parts of 
the country (cf. Marshall's Principles, p 642 note). 

(5) In theory there is nothing to prevent the government from 
claiming a share in the increased produce of the land resulting from 
the ryot’s own improvements (see Government’s Resolution of i6th 
January, 1902, pp. 26-27.) 

P'or these as well as the other reasons mentioned in the report 
we must give our unqualified support to the tax theory. 

The conclusion: 

The dissentients to this view appear to have finally surrendered 
when they subscribed to the following conclusion : Since it forms 

a deduction from the national dividend, it should be taken into 
consideration in dealing with the question of the incidence of taxation 
on the country as a whole”. One wonders how a payment could 
be regarded as a burden on the whole community, without its being 
at the same time a burden upon the individuals who compose 
the great majority of the community. Is it the contention of the Com¬ 
mittee that it is not a burden on the agriculturists, who individually 
pay revenue, but only on the non-agricultural elements of the com¬ 
munity who, though they do not pay it individually, do so collectively. 
It may be, there is some point in this, viz., that the land revenue 
payment deprives the trading and manufacturing classes, of some 
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amount of wealth which would have come into their hands, to be 
utilised as capital, but they could have had only the use of it, the 
agriculturists being its owners. 

Further, in consenting to apply the canons of Adam Smith to the 
land revenue system, they must be taken to have given up their 
contention that, it is only a rent and not a tax. If it were regarded 
as rent, the principles of taxation would not apply to it. But as the 
Committee have unanimously agreed to apply the canons of taxation to 
it we must infer that they have agreed to regard it as a tax impliedly^ 
if not explicitly. Again, in Section 89, page 72 we read; “the committee 
desire to emphasise the statement of Dr. Gregory that the land revenue 
is a tax on things and not on persons” and in Section 108, p. 88 we 
find the clause, ‘since the land revenue is a tax in rem\ Lastly in 
Chapter XIV where the distribution of the burden of taxation is 
discussed the Committee have without any note of dissent considered 
the weight of the land revenue on the different classes of agricul¬ 
turists. From all these indications we can draw only one inference 
that, all the members of the Committee have been, m fact, driven to 
consider the land revenue as tax, only some felt a little difficulty in 
openly subscribing to this proposition and have had to satisfy their 
conscience by occasional qualifications and protests. 

The Land Revenue a tax in rent. 

Having given up this line of argument as impossible, the Com¬ 
mittee have proceeded to take up another position, viz., that though 
it may be regarded as a tax it does not ct)me under the usual 
category of taxes, being of an exceptional kind. It is a tax in unt^ 
that is, a tax on things and not on persons. They have attempted to 
fortify their position by bringing in the name of Dr. Gregory. 
Unfortunately they have not quoted chapter and verse. So far as we 
are able to trace, this supposed view of Gregory seems to be based 
on his opinion recorded in page 1 2 of the Appendix but we have 
to point out that there is no reference to the Indian Land Revenue in 
that place. Dr. Gregory merely draws a general distinction between 
taxes and rents with reference to the first query in question 96 of 
the Committee’s questionnaire. It has been left to the ingenuity of 
the Committee members io apply it to the Indian Land Revenue 
and to build a heavy superstructure on it, but we have already given 
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sufficient reasons to show that the Committee have had to give up 
the rent theory. The distinction of Dr. Gregory, therefore, could not 
apply to the Indian Land Revenue. 

Anyhow, the distinction between taxes in personam and tax 
in rent is one which would not be accepted by modern Economists. 
For example. Dr. Marshall, in his Memorandum for the Royal Com¬ 
mission on Local Taxation (1899), wrote as follows :—“ Taxes are 
paid by persms not things Things arc the channels through which 
many taxes strike persons and in considering the incidence or taxes 
on persons and the equity of that incidence we have to take account 
of all the circumstances of those persons as owners, users, sellers, 
purchasers, etc., of those things. The enquiry relates not to the 
distribution of the burden of taxation between different kinds of 
properly but to the distribution of the burden between different 
classes of persons with special reference to their interests in different 
kinds of property’’. We may also quote another popular writer on 
this point: 

‘‘It is absolutely essential to grasp the idea clearly that a tax 
is always a burden upon some particular person or persons There 
never was a tax which did not saddle some one with a load, nor from 
the nature of things can there ever be such a tax. It is more neces¬ 
sary to insist upon this almost evident truth, because certain defini¬ 
tions of taxes and much reasoning about taxation befog this indisput¬ 
able fact. So eminent a Jurist as Judge Cooley is misleading in this 
respect when he defines atax as “a contribution of persons or property 

.for the support of Government and for all public needs” 

(The Law of Taxation, page 4). Property is always the property of 
some person or persons and secondly when ()ri\ate property is taken 
by taxation the former owner suffers the loss. Putting this into the 
technical language of finance wc may say the subject or the bearer 
of tax is always a person. On the other hand the bases on which 

taxes are levied are numerous.The basis whatever it be on 

which taxes are levied is called the object of taxation but it must 
always be remembered that when property or capital or income is 
said to pay a tax the immediate reference is to the basis upon 
which the tax is levied rather than to the bearer of the weight of 
taxation. (Daniels’ Public Finance, pages 55-56). We have, there¬ 
fore,. to enter a mild protest against the distinction attempted to be 
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drawn by the Committee between a tax on things and one on persons, 
and the opinion that the land revenue is tax in rem and as such, is 
not governed by the doctrine of ability. 

Land Revenue and the canons of taxation 

After disposing of this prcli'.ninary point let us go back to the 
committee’s examination of the land revenue system in relation to 
the time-honoured canons of taxation of Adam Smith, (i) The 
canons of Certainty We have already referred to this point and 
have convicted the c<mimittee ot some amount of inconsistency. 
We may add that the land tax is most uncertain and arbitrary in 
ryotwari areas. Nobody knows according to which class a certain 
field will be rated in the settlement and what will be the rate of it. 
In most cases the maximum rates arc purely cmperical ones and 
the other rates are also arbitrary, because the comparative value of 
one soil to another is very hard to determine, even by experts. 

(2) The canon of Convenience, The Committee has itself ob¬ 
served, “ Convenience has in some respects been sacrificed to cer¬ 
tainty ”, i c., if the tax is uncertain to a certain degree it is mci^n- 
venient in a much greater degree. It is highly inconvenient and 
expensive to the cultivator at the time of first settlement, it is 
felt keenly at the lijue of re-settlement and it is a great hardship 
periodically when the monsoon fails or the cultivator has lost a 
biilkjck or he is slnic k down by illness, etc. 

(3) I'hc canon of Economy. We have already adverted to the 
narrow meaning given to this term by the Committee. Even 
using it in this restricted sense the Committee have been driven 
to the conclusion that both the process ol survey and settlement 
and that of collection are very costly and can be justified not on 
grounds of public finance but on those of general administration or of 
judicial procedure Practically, therefore, the land revenue breaks 
down under this test also. 

If, however, we apply the term economy in an extended sense 
in accordance with the views of mcKlern writers on public finance 
we shall find the land revenue system hopelessly defective. They 
are well expressed by Dr. Gregory himself whose ‘authority on 
the subject the Committee cannot disi)ule. Taking the land 
revenue as a tax on rent as for most purposes we may do, the tax 
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will fall either on the non-cultivating land owner or on the cultivat¬ 
ing owner. The results are equally bad in both cases. In the 
former case because, to quote Dr. Gregory’s own words, if the 
actual charge (paid by the tenant) is less than the full economic 

(rent).the charge will rise. Further, even where the whole 

rack rent is already being charged the non-pecuniary elements in the 
relation between user and owner may be changed by the imposition of 
the tax on the rent charged In the latter case “ when the user is 
also the owner the tax cannot be shifted except in so far as it dis¬ 
courages production and thus helps to raise prices indirectly. If 
the tax is an appreciable proportion of the economic rent (as we may 
say the Indian land tax in ryotwari areas undoubtedly is) I feel 

inclined to say that the tax deters pnxluction.This is 

a result which 1 would expect even if the economic rent is so 
assessed as to make allowance for capital improvement”. No doubt 
such a claim is occasionally made by the Government of India; 
and even allowing that such a claim is ttue it does not attenuate the 
disastrous effect. On pure grounds of theory, therefore, we could 
well maintain that the land revenue offends the principle of economy 
because it has a tendency to hamper production. 

In fact, we know that the land revenue is partly responsible for 
the defective cultivation of land in India (sec Dutt’s Famines in 
India, page 119). The Committee itself accepts that it “ drives a 
large number of people to the money-lender during bad seasons ”, 
(p. 68) and we know that when once the cultivator has been caught 
into the meshes of the village money-lender he either loses his land 
or his zest and independence or both. With chronic debt and a 
poor type of cultivation it is no wonder that the small holders 
starve when two successive seasons of scanty rainfall visit the 
land. 

We now come to one of the most glaring evils of the Indian 
Land Revenue system in non-permanently settled areas, namely, 
it is responsible for the scarcity of capital in those parts of the 
country. It is a truism to say that capital is the result of saving, 
but to save, we not only require the will but the power as well. 
Unless there is a clear margin between earning and spending there 
cannot be much saving. The effects of the pre-British systems 
of land reven uc were di^sastrous in abridging the narrow margin 
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between the net pnxlucc of the cultivator and his minimum of 
subsistence so that saving was an impossible task for a great 
majority of cultivators. The low-productive capacity of India 
in the i8th century was really due to the scarcity of capital in the 
country—a scarcity which was largely the result of oppressive 
systems of land taxation prevalent during that period. Unfortu¬ 
nately, the East India Coy. which acquired the country by conquest 
or by cession during the latter half of the i8th and the i)eginniiig 
of the 19th century would not give up many of the bad features 
of the old systems of land revenue and ev^en after the country was 
transferred to the Crown in the middle of the 19th centrury some 
of these features have persisted. I'his was pointed out at different 
times by experienced administrators like Thackeray, I'ucker and 
Caird. Th^ have rightly attributed the absence ot capital in India 
to the very high land tax existing in the country. The theories 
of state ownership of kind and of the revenue being a rent, rather 
than a tax, which some of the members of the committee would 
maintain even now, are but the legacies of those days. They arc 
responsible for the absence of capital in India. The Government 
tex^k away a large portion of the possible savings of the community 
and starved the productive system. Things have changed some¬ 
what in recent time.s. The Government has been willing to put 
some limits to its demand on the cultivator. The Prices of agricul¬ 
tural produce have been rising rapitlly and greater banking facili¬ 
ties have been afforded to the peasant Capita] is growing in rural 
parts but much still remains to be done. Temporarily settled areas 
are without doubt the worst equi])ped parts of the country in the 
matter of capital. So long as the land revenue system sweeps 
into the coffers of the sUite a large portion of the earnings of the 
poorest cultivator as well as those c>f the richest, Indian agriculture 
will be unprogressive, and Indian jjeasants will be on the brink 
of starvation. This is the most glaring delect of the Indian land 
revenue system in temporarily settled areas. Ii.vcn on grounds of 
Economy in the larger sense, a distinction ought to be made between 
the rich land owner who has a large margin to save and the poor 
peasant who leads a precarious existence on his land. 

(4) Cauon of Ability, This is the modernised version of 
Adam Smith's canon of equality. As has been already pointed out 
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ihc Committee has attempted to emie the difficulties involved in 
applying it, by calling land revenue a tax in rem but they have not 
quite succeeded in their attempt. They have been forced to record as 
follows : “ It is further evident that the land revenue viewed as a 
scheme of taxation is not only not progressive but actually tends 
in the opposite direction. At one end the large landlords, many 
of whom are creations of the British Government, form one of the 
classes who pay comparatively a small part of their surplus towards 
the up-keep of the state, at the other end of the scale comes the 
cultivator of the uneconomic holding, in whose case the system of 
reducing the Suites’ share from a share of the crop of the year to a 
cash average, coupled with the collection of land revenue at harvest 
time, has lead to extravagant expenditure by an improvident class 
in good-years, followed by indebtedness and transfer of land in the 

lean ones.The net result has been the creation of a very 

large number of uneconomic holdings, the holders of which pay 
land revenue which would be considerable if cultivation were 
intensive or on a large scale but rests as a heavy burden upon a 
small and impoverished holder” (pages 77-8). 

Conclusion. 

Thus we see that the land revenue considered as a tax offends 
against all the canons of taxation enunciated by Adam Smith in 
their limited as well as extended meanings and the Committee 
itself has had to record an unfavourable verdict on all these 
points. 

In other ways also, as the Committee has pointed out, the present 
system of land taxation is defective. For one thing, it is inelastic, a 
quality which is prejudicial to the interests both of the Government 
and of the people (see page 79). 

Again “ it is still largely a direct impost levied almost solely 
for provincial purposes. Only a very small portion of the tax 
collected from the cultivator is actually used for rural development, 
and the illiterate ryot is therefore unable to recognise the benefits 
which he derives from the direct tax he pays” (page 79). To ‘ him 
the Latin proverb may well apply “ Oh ! birds you build 
nests not for yourselves This perhaps is more a political 
than a financial objection but as we know the two aspects 
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are so inextricably connected that, what is objectionable from 
one point of view, is liable to be condemned from the other also 

We may now sum np the defects of the Indian land revenue 
considered as a tax, ... It is uncertain in its incidence, inconvenient 
in its assessment and collection, uneconomical in its administration, 
unequal in its distribution, inelastic and far from benefitting the 
cultivator who pays the tax, it is prejudicial to the growth of 
capital and the improvement of agriculture. Most of these defects 
have been acknowledged by the Committee itself. 

The Committee's proposals of reform. 

After admitting all these, the Committee might have been 
expected to propose some fundamental changes in the system so 
as to bring it into a line with the systems of land taxation prevailing 
in other parts of the world, which they have taken some pains to 
investigate and describe at the beginning of this chapter. The 
second letter of the Government to the Committee on the question 
of land revenue specifically invited them to do so as we have already 
noted. I'he last paragraph of that communication runs as follows :— 
“ if they find so great a divergence in the system or any of them 
from the accepted canons of taxation, that a complete change of 
system is necessary, it i.s o})en to them to examine the systems of 
land revenue applied in other parts of the world and to suggest in 
broad outlines the genera] lines of revision which commend them¬ 
selves to think". But, unfortunately, though they have found such 
divergence to exist, and have examined the systems of other count¬ 
ries, the Committee have not cared to propose any radical changes 
but have shown an inclination to continue the present system with 
a few alterations or so-called impro\^ements. For one thing, they 
do not venture to make any suggestions regarding permanent 
settlements, in the belief that it is outside their term of reference. 
But we cannot agree with them in this narrow view of their task. 
In any case, if any satisfactory reform of land taxation is to be 
proposed, it must include the permanently settled areas as 
much as the temporarily settled ones. The so-called political 
difficulties involved in opening the permanent settlement are not 
insuperable. 

Confining their attention to the temporary settlements the 
3 
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Committee have remarked that the following principles should be at 
the basis of any new scheme :— 

“(0 that the settlement should be definite as regards both 
the bases of the pitch of assessment; 

(2) that it should be as simple and cheap as possible; 

(3) that it should as far as possible ease or steady the burden 

on the smallest cultivator; and 

(4) that it should in common with the rest of the system of 
tax have some element of progression in the case of larger owners.” 
(Report, pages 84*5). 

But how to achieve these objects ? They have not cared to discuss 
the methcxl at sufficient length and with sufficient clearness. On 
the first point they are satisfied by saying in a general way “ that 
for the future the basis of the settlement should be annual value, 
by which term they mean, the gross produce less cost of pro¬ 
duction including the value of labour actually expended by the 
farmer and his family on the holding, and the return for enterprise, 
and that the function of the settlement officer should, for the future, 
be limited to the ascertainment of this value on a uniform basis under 
such conditions as might be most appropriate in each province” 
(page 85). It would not be wrong to say that all this is somewhat 
hazy. How could such things as gross produce, value of labour and 
return for enterprise be ascertained on a uniform basis for a whole 
province by a settlement officer ? And even assuming that it is 
possible, would it cure the inequality that must exist between 
different lands and different classes of cultivators ? 

Further, these suggestions even lack the attraction of novelty. 
From the beginning of the 19th century, if not earlier, settlement 
officers, in the Madras Presidency at any rate, have been supposed to 
have done nothing except making such calculations as the above. 
Unless a new race of settlement officers should come into existence, 
there would be no change for the better, whatever might be the 
dear hopes of the Committee and pious resolutions of Government. 

Then, as regards the rate of assessment, what the Committee 
would contemplate is, ** that there should be an expert committee in 
each province with a view to ascertaining what is the naost general 
rate at present exacted. The local legislature would then be in a 
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position to fix a common rate for the province. These rates would 
initially no doubt tend to conform to the existing pitch of assess¬ 
ment*’. 

In other words, when all the labour of establishing a uniform 
basis of settlement has been taken, on the strength of their recom¬ 
mendation, the committee would let the assessment stand very much 
at the present level. AVe do not know whether we are to laugh or 
to weap over these futile proposals. What follows in the next para¬ 
graph of the report is even more amusing: “ As regards the intro¬ 

duction of the scheme it would be undesirable to make any change 
during the currency of existing settlement. It might be undesirable 
to do so even at the close ” and so on (see page 57). 

We may well ask why all the bother apd pretence of suggesting 
the so-called improvements! Why not plainly say ‘ let things continue 
as they are 

Before we leave the Committee’s so called proposals of reform 
we may point out that though they started by enunciating two other 
objects to be sought for in any new scheme of improvement, viz., 
that it should ease the burden on the smallest cultivator and that it 
should, in common with the rest of the system of taxation, have 
some element of progression in the case of the larger owners, in the 
end, they ha\'e had to confess their inability to provide for these 
needs. A small cultivator according to them should look for relief 
in other directions, and the large holder should be got hold of by 
the tax collector in other ways. Meanwhile, the one may thank himself 
for the charitable disposition of the Committee and the other pray to 
providence to come to his rescue ! 

Another proposal that the Committee has made is worth noting 
though it has nothing to do wit|i the land revenue settlement They 
have suggested that the standardisation of the land revenue should 
be accompanied by a moderate increase in the local rate, say to 25% 
of the sum taken as land revenue, and they have added that there 
will be no objection to the imposition over and above these, of addi¬ 
tional special and ^temporary rates for specific local purposes (87-8). 

I do not know where they would ask the tax collector to stop in 
the process of burdening the cultivator. I suppose these suggestions 
are intended to cure the detect which the Committee have pointed 
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out, namely, that only a verj' small fraction of the tax collected from the 
cultivator is actually used in rural development. But how does this 
proposal rectify the mistake ? It only adds a fresh load to an already 
over-burdened class of tax-payer. It amounts to saying, ‘the 
revenue which is now collected from land has been already ear¬ 
marked \ If your villagers want funds for the improvement of 
your village, ‘ we shall gladly allow you to tax yourself further to 
any limit you please 

Suggested plan of reform in taxation of land. 

The line of approach to the goal of reform of land taxation in 
India should be very different from what the committee has adopted. 
We should clearly recognise th e fact that most of the land revenue 
system existing at present in India are the legacies of mediaeval 
times and like many other immemorial institutions cannot stand the 
tests of the modern scientific age. They might have been suitable 
to the environment in the olden times but our new political and 
economic conditions would require sweeping modification in them. 
The remark of Mr. Seligmen that ‘ the system of revenue in India 
is that found in vQvy backward countries’ (App., p. s) seems to 
be largely based upon the nature and place of land revenue in the 
Indian fiscal system. A radical reform is therefore necessary. 

Before we proceed to outline such a plan of reform it is necessary 
to postulate the object that we wish to attain. They may be said 
to be the following:— 

(1) To make the taxation of land confirm to the canons of taxation 
and to bring it into a line with the systems in other advanced 
countries of the world; , 

(2) to bring about greater uniformity between the different 
parts of the country and the different classes of lands; 

(3) to facilitate certain important pieces of reform in the 
7 vAo/e scheme of Indian taxation—central, provincial and local. At 
present, as the committee itself has pointed out, the resources of both, 
the central Government and the local bodies, arp not adequate for their 
present functions and they have to be supplemented by contributions 
in the one case and grants in the other. It would be desirable to make 
the three spheres of Government self-contained in the matter of their 
resources; 
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(4) lastly, to carry out the recommendation of the Joint Select 
Committee on the matter, viz., to modify the present system of land 
settlement which is purely a matter of executive action and to bring 
it under the control of the legislature. 

All these objects have been kept in view while framing the scheme 
reform outlined below :— 

The fundamenUil ideas of it firstly, that land as such should 
be made an object of taxation of local bodies cmly, and secondly, 
income from land should be taxed by, and for, the provincial and 
imperial Governments, the lower incomes being assessed only by 
the former and the higher by both 

Tax on land. 

At present, for purposes of taxation a distinction is drawn 
between agricultural and non-agricultural land, between land in 
rural and urban parts, and between vacant land and sites built upon. 
On account of these various distinctions it is impossible to compare 
the weight of taxation upon the owners of the different kind of 
land ; most probably non-agricultural land does not pay as high a 
rate of taxation as agricultural land and in many cases vacant land 
suitable for house sites pays only a nominal tax though their market 
value is high. It would be desirable to do away with all these 
distinctions by making all private land pay a rate to the local autho¬ 
rities whether they are urban or rural in character, the basis of 
taxation being the capital value of the land rather than its annual 
value. As we have already seen, annual value is very difficult to 
estimate in the case of agricultural land. It is equally difficult in 
the CISC of land put for other uses than agriculture. As Dr. Slater 
has remarked, “ it will generally be easier to assess the capital value 
of landed property than its annual value” (see Appendix, page 18). 
As it is the capital valuation of houses in municipal areas is a 
preliminary process in municipal taxation in India. Capital valu¬ 
ation of land is common practice in many countries as the committee 
itself has pointed out. In addition to Australia, New Zealand and 
Japan mentioned by the Committee, we may also refer to the cases 
of Sweden and Prussia. In all these capital valuation of even 
agricultural land is made for the purpose of taxation. Why should 
not a similar thing be done in India? It is true the committee 
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have considered this proposal in connection with the reform of land 
revenue and condemned it on certain grounds. Let us examine 
them : 

(1) Capital value does not bear a constant relation but varies 

with the general rate of interest.this does not seem to be 

quite true. The committee seems to think that capital value and 
capitalised value are the same. It is not so especially with regard 
to land. The market value of land does not depend very much 
upon the net annual yield from it. When capital value varies, the 
assessment also will vary similarly. That only shows that the 
rate will have to be adjusted according to the variation in value. 
In other words it would be elastic. 

(2) Valuation of land is a difficult process. As has been 
pointed out above valuation of land is made in several countries of 
the world large and small and what is possible there in those places 
must be possible in India also. Further, it will not be a more 
intricate and difficult process than the present system of land settle¬ 
ment. Valuation could be made by special Commissioners, say 
over 10 years, along with the Census in each locality and the existing 
staff of the land revenue department might render great help in the 
first valuation. 

(3) Inequality of incidence. This will not be so great an evil 
as at present, because the area of an assessment is very small and 
the yield of the tax is to be spent on the locality itself. If one 
place is taxed a little more hearely than another it would give more 
amenities to its inhabitants, than the other. 

(4) Joint ownership of land. In such cases it is always possible 
to estimate the value of the respective rights of the parties, in 
proportion to the net income which they derive from the property 
and to assess them accordingly. For example, on a piece of 
zamindary land if the capital value is Rs. 6,000 and the annual 
income Rs. 200, out of which 150 rupees goes to the zamindar and 50 
to the tenant, the rate would be distributed in the same proportion as 
3/4 to the zamindar and 1/4 to the tenant, their property being 
estimated at 4,500 and 1,500 respectively. No doubt in such cases 
attention should have to be paid to the annual income, but in such 
cases the computation would not be so very difficult because the 




N. S. NARASIMHA AIYENGAR 


153 


contracts between the parties are generally in writing. Here again 
the comparatively small extent of each assessment area is likely to 
render the process feasible. 

(5) Capital value can only be determined from annual value. 
This does not seem to be quite correct as has been pointed out 
already. In any case, it is possible to get greater uniformity in 
estimating the former than the latter. In almost every kx^ality 
sales of different kinds of land arc going on continuously and are 
registered ; from them it might be easy to find out the market 
value of the different kinds of land and slight adjustments might 
be made for differences. Further, as the rate of taxation itself will 
be low, slight inaccuracies will not matter. 

All these objections to the proposal on the part of the committee 
seem to be based on the idea that this kind of taxation is to replace 
the present land tax as a provincial source of revenue. In our 
scheme, however, it is to be purely a local source and as such many 
of the defects will either cease to exist or will have much less 
weight. On the other hand, this kind of taxation will bring the 
taluk board into a line with municipalities in the matter of their 
resources and will render them more efficient units of Govern¬ 
ment. This political advantage must not be lost sight of. It is a 
necessary piece of reform in our country to create strong and self 
sufficient local bcxlies. It will be ki keeping with the line of poli¬ 
tical advancement that is going on in the country. 

As regards the m(xle of assessment, the authority which should 
fix the rate, etc., the legislature of each province might decide. 
Generally a maximum rate not exceeding one-half per cent, on the 
capital value might be fi.xed by the provinces, and it would be left * 
to the local authority, as is now the case with regard to municipa¬ 
lities in the matter of house taxation, to decide what the particular 
rate should be. It will largely depend upon the total amount 
required for local purposes. The capital valuation should be revised 
every 10 years. More frequent revision may not be possible or 
desirable. 

Tax on Income from Land^ 

Partly on the basis of this valuation and partly on the basis of 
a declaration, an income-tax on agricultural incomes for the purposes 
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of the Provincial Governments might be levied Both, on the ground 
of economy and on that of convenience, the smallest landholders, 
say people whose annual income from land is less than 150 rupees, 
might be exempted from this form of taxation. They may be 
considered to be below the margin of taxibility for purposes at least 
of income taxation. The 150 rupees is barely sufficient to feed 
an agricultural family of 3 or 4 members. Their exclusion would 
also meet the chief objection pointed out by the Committee in their 
consideration of bringing agricultural income under the income-tax, 
the difficulty of administration. The exemption of this class 
would make the ‘total number of assessees to this form of taxation 
a manageable figure, c.g , in the Madras Presidency, taking the list 
of Pattadars (or independent on cultivators) as a list of owners and 
assuming that the assessment paid by them is 25 per cent, of the 
net annual income, those paying a land revenue of less than 37^ 
rupees would be excluded and that might leave only about three 
lakhs of people to be brought under this provincial tax in the 
ryotwari areas of the province It is difficult to say how many would 
come under this tax in Zamindary tracts ; perhaps about half a 
lakh. Certainly this number caniiot be considered an unmanageable 
bcxly if we remember that they are scattered over the whole 
presidency. In a revenue division of taluk, on the average, there 
would only be about 2,cx)0 assessees. Certainly an officer of the 
grade of Tahsildar with a small staff could manage that number 

easily. 

As regards the financial aspect of the matter it might he objected 
that this reform would diminish the resources of the provincial 
exchequer to a considerable extent, but really it would not have such 
a prejudicial effect. For, a large portion of what they might appear 
to lose would be collected by the kxal bodies by means of their tax 
on capital values and in proportion to the loss of the provincial 
exchequer they might curtail their grants to local bodies. On the 
other hand, the loeal bodies after their resources have been increased 
would be in a position to take over some of the expensive functions 
of the Provincial Governments Further, by substituting this kind 
of taxation for the present land revenue system the Provincial 
Government would be relieved of the very heavy cost of the land 
revenue establishment from the Board of Revenue down to the 
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village organisation, which they are compelled to maintain at present. 

Thus the cost of the provincial government would be reduced, 
both on the head of general administration and on various other heads 
such as education, sanitation, public works, etc. Altogether, therefore, 
this piece of reform would not result in such a great reduction of 
the resources of the provinces as compared with their expenditure. 
It is very difficult to give figures even as examples, because they 
must be based upon statistics which are not now available. As 
regards the rate of provincial taxation on agricultural incomes they 
might range from 3 to 5 per cent according to the amount of income. 

As a necessary corollary to these changes in local and provincial 
taxation of land and incomes from land, we would suggest the 
inclusion of all agricultural incomes throughout India in the 
Income-tax schedule. The special immunity of the permanently 
settled areas which is the greatest stumbling block to this impor¬ 
tant piece of reform cannot be tolerated any longer. As the 
Committee have pointed out in many parts of their report, the 
exemption is quite unjustifiable on economic grounds. Even on 
political grounds their plea for special treatment cannot stand. 
The so-called promises made to them by a trading company at a 
particular juncture in its career should not be regarded as an eternal 
prohibition of all necessary reforms in finance. Now that the people 
have been given a voice in the management of their affairs this 
privilege must be given up by those who are enjoying it. Greater 
sacrifices have been made by privileged classes in other countries 
when popular Government was ushered into them. 

This change might enable the Government of India to do 
away with one of the patent defects of the India Financial system, 
viz,^ the provincial contributions. If agricultural incomes of the 
higher levels should be brought under the income-tax schedule 
the resources of the central government would be increased to such 
an extent that it may be possible for them to give up the provincial 
contributions altogether. Automatically more money would flow 
into the imperial exchequer. 

The Imperial Income-tax receipts would increase ^ for various 
reasons;—(i) that persons who get an income of not less than 
R^. 2,000 solely from land would be a.ssessable, (2) that persons 

4 
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whose tx>tal income is made up of various sources, one of which is 
land if it reaches the level of 2,000, would be liable to pay lax 
and (3) the rate of taxation would be raised in the case of many 
assessees already liable by reason of the inclusion of their income 
from land. Altogether it must mean a substantial amount of not 
less than 2 crores. This is not a sum which the Government of 
India would neglect. 

One possible objection to this scheme of reform is that it 
subjects the same source of revenue to two kinds of taxes, but 
that would not be exceptional in the case of India. In other 
countries such forms of taxation are the order of the day. The local 
tax on land values is a flat rate falling upon all land. It is pure 
and simple a property tax. The provincial tax is one falling upon 
all who derive income from land and are above the margin of 
property. People of the same grade of income belonging to trade 
and professions are already liable to taxation. This reform would 
only place those who get income from land on a par with the 
others. Lastly, as regards people getting a fairly large income 
it is but reasonable that they should contribute more than those 
who are not so well off. In their case the Imperial tax would be 
similar to a super-tax on large incomes. The justification for it is 
to be found partly in the fact that agricultural income is earned 
with less effort and partly that the standard of living of the agricul¬ 
turist is generally lower than that of the industral and professional 
classes. 

In conclusion it may be pointed out that this scheme of reform 
would achieve all the objects which were defined above. It would 
bring the taxation of land in India into a line with what is prevalent in 
the leading countries of the world ; it would make it more equitable, 
certain and elastic than the present land revenue ; it would do 
away with the haphazard methods prevailing at present in the 
different provinces and in regard to the different kinds of land. It 
would increase the resources of the local bodies and of the central 
government. Lastly, it would bring the taxation of land as a 
whole into the sphere of legislative authority instead of its being 
allowed to be subject to the arbitrary methods of administratve 
authorities—a change which is as necessary for our political 
progress as for the reform of our financial system. 
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The simplest and probably the oldest form of tax apportionment 
is that of equal division among the tax-payers This type of taxation 
is known to the student of Public Finance by the familiar names of 
Head Taxes, Poll-taxes and Capitation taxes; but sometimes these 
taxes take their names from the purposes for which the contributions 
are made, as for example, road taxes in the local Boards and Muni¬ 
cipalities. Capitation taxes are remarkable for their antiquity though 
they do not seem to have originated in the same way. Muhammadan 
writers have developed an interesting variety of explanations.* 
True Moslems ought not to pay i>ersonal taxes but ought to render 
personal service in wars and other public enterprise Non-Moslems 
were given the alternative between embracing Islam or paying poll- 
taxes to defray the expenses of the faithful in service, as for instance, 
the Jazya of the Moghul rulers in India. 

Whatever may bo the historical explanation of capitation taxes 
and however great may at times have been their fiscal importance, 
they are no longer regarded as desirable taxes. In the United States 
of America, the Federal government makes little or no use of capita¬ 
tion taxes. Of the various States, barely a fourth seem to have 
reported any considerable receipts from this source. The counties 
and townships make considerable use of capitation taxes. 

In France the poll-tax is relied upon for local revenue in several 
ways. The French impot personnel is collected by the communes as 
their share of their local, departmental and national revenue and 
in amount it is the equivalent of one to three days ’ wages and 
the tax tends to vary between i fram 50 centimes and 4 francs and 
50 centimes. A common method is to substitute the Octroi for the 
poll-tax. Leroy Beaulieu deplores the fact that the Octrois have 
tended to be substituted for the capitation tax in France and he 
argues that a moderate direct tax will have excellent effects on the 
(i) Achnides-Muhammadan Theories of Finance. 
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people in teaching them that the payment of taxes is necessary for 
the enjoyment of civil rights. 

The Philiphitie Head Tax in its early stages was said to be 
fiscally successful, and since the American occupation of the country 
the tax seems to have been reduced to a flat rate and the revenue 
yielded is correspondingly smaller. 

The arguments against capitation taxes are generally conclusive. 
Its regressive features make it impossible, as the sole, or even 
as an important source of revenue. Perhaps as a low tax in a system 
of taxation where other taxes are compensatingly progressive, this 
objection would lose much of its force. Another argument against it 
is the difficulty of collection and this difficulty is greater as the popu* 
lation becomes more urban and transient, and less rural and stable. 

The dilemma of the capitation taxes is this : so long as it is kept 
low enough not to be grievous, it is too costly to collect; when it is 
increased so^is to reduce the cost of its collection, it becomes 
unfairly regressive. The one great positive advantage of the tax 
is that its incidence can be determined with a fair degree of accuracy. 
It cannot be shifted unless it is a heavy local tax Since most poll- 
taxes are small in amount, laxly enforced, and neither labour nor 
capital are completely mobile, poll-taxes are rarely shifted. When 
limited to certain classes poll-taxes may be used for social purposes, 
e.g., the New Zealand head-tax on Chinese immigrants, the Burman 
capitation tax. 

Direct taxation of the nature of poll-tax, as the Indian Taxation 
Committee points out, has been known in India from early times but 
its modern survival in India is to be found only in Burma, viz., the 
Thaihameda of Upper Burma, the capitation tax of Lower Burma. 
It has been rightly emphasised by the Indian Taxation Committee 
that in the case of these unpopular taxes in Burma, the local bodies 
might convert them into a circumstance and property tax. The 
capitation tax is now collected in Lower Burma^ from all males 
between the ages of i8 and 6o years ordinarily at the rate of Rs. S 
I)er head from married men and Rs. 2-8-0 from bachelors. The sea 
passengers tax which is imposed by the Burmese government at the 
rate (rf Rs. 5 on every person landing in Burma is really a tax on 

( 1 ) Indian Taxation Committee Report, p. 21 . 
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transport and is rightly regarded as a move in the wrcmg direction. 
The Chowkidari and other similar taxes levied by the villagers 
themselves in the various provinces of British India for watch 
and ward are said to be sound in theory but have practical 
difficulties and on these grounds, the Taxation Committee suggests 
the conversion of these into a proper source of local taxation. In 
India the salt tax though theoretically a tax on consumption operates 
like a poll-tax. 

In conclusion it is highly desirable to avoid any kind of poll-tax 
in India partly because it is always unpopular and partly because 
in the present state of the country it is likely to serve as an effective 
weapon in the hands of the Indian politicians for purposes of agitation 
against the government. 
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A. J. Saunders, 

Professor of Economics^ American College^ Madura^ University of Madras, 

Summary. 

The author briefly discusses recent economic thought in refer¬ 
ence to currency reform, giving an indication of the trend towards 
an international currency. There are three steps necessary in 
currency reform: making entirely satisfactory first the national 
currencies; then it will be necessary to win the general approval 
of the industrial and commercial world ; and finally the evolution of 
a plan for a satisfactory international currency. 

Several questions of considerable importance will have to be 
considered and if possible settled before progress can be made. 
They are—which is of the greater importance to a country, to 
stabilise the internal price-level or the external exchange ratio. 
Another matter is the question of the nature of the standard. And 
yet another matter of great moment is the mechanism for the 
purpose of regulating the supply of gold and credit in an effort to 
stabilise the value of the currency in reference to maintaining an 
uniform price-level. 

Economists should be the first to recognise the great need ol 
internationalising money by establishing a world’s monetary system. 
A new d(x:trine has recently appeared which is going to play a 
large part in monetary reform in the future ; that doctrine is that 
the general level of prices which also includes the value of money, 
and at the same time the general state of trade and employment, 
can be regulated by the work of Central Banks The writer urges 
greater co-operation among the leading Central Banks of the world, 
for the purpose of regulating the world’s demand and supply of 
gold. Another matter which calls for united action is a system of 
internati(mal control of the supply of raw materials and fixxl-stuffs, 
and the desirable practice of co-operative marketing. The import¬ 
ance of Index Numbers is indicated, and how they should be used 
in regulating the value of money. 
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All of this leads ns in the direction towards which we are 
tending, .a satisfactory system of international currency, which 
is then considered and suggestions made as to the probable coarse 
of currency reform in the future. 

In this Paper I wish to discuss briefly recent economic thought 
in reference to currency reform with an indication of the trend 
towards an international currency. Economists should be leaders 
of thought and prepare general opinion for the advances whidi are 
to come in the future. The younger economists especially are alive 
to the importance of advancement in currency reform, and they 
see that the way of progress lies in making satisfactory first the 
national currencies. Then it will be necessary to win the general 
approval of the industrial and commercial world. These two 
‘‘ milestones ”, as Professor Irving Fisher calls them, are being left 
behind. The third and last step in this progress is the adoption 
of some plan for the satisfactory international currency by influential 
men in the political life pf the leading nations, who will use their 
power to bring in the new reform. 

For the purpose of clearing the dock for action let me say that 
there arc several questions of the utmost imporUince, which should 
be settled before we can hope to proceed. I do not say that we 
can settle them definitely, but at least we must consider them. One 
is—which is of the greater importance to a country, to stabilise the 
internal price-level or the external exchange ratio ? I suppose the 
answer would be different in countries like England and India 
according to their interest in foreign trade, or production for the 
home market. Hut the tendency of recent economic thought as 
expressed by Irving Fisher of America, J M. Keynes of England, 
and Gustav Cassel of Sweden, is in favour of stabilising internal 
prices. 

Another matter of considerable interest is the question of the 
nature of the standard. During the last five years advocates of 
the gold standard have had a victory over the srriall number of 
theorists who have fought for a regulated paper standard. The 
world is not yet ready to consider abandoning gold as the‘ standard. 
Keynes' artificially “ managed paper currency ”, and John A. Todd 
and Dr. Lehfeldt's uncovered paper currency must wait for a more 
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opportune time in which to ask for a hearing. 

A question which I venture to think will receive more consider¬ 
ation in the future than it has received up to the present time is 
the suggestion of Irving Fisher that there be a ‘‘ goods standard '' 
instead of the present gold standard It is a change of emphasis 
from the more or less unsteady value of gold to the far more steady 
value of goods. We have been trying to obtain a constant relation¬ 
ship between goods and money by varying the amount of goods ; 
Dr. Fisher suggests changing the content of goods. The purchasing 
power of gold can be made constant by allowing variations in the 
weight of gold. It is rather remarkable how far the leading nations 
have already gone in adopting Professor Fisher's recommendations 
made only a few years ago in reference to—“ abolish gold coins, 
redeeming certificates in bullion only ; establish an index number ; 
adjust the dollar s weight by the deviation of this index niiinber 
from par, .... and keep a sound banking system ” England, 
France (the recent Financial Experts’ report), and India (Royal 
Commission’s Report) are all headed in that direction. The gold 
bullion standard, the abolition of a gold currency, and a thorough¬ 
going paper currency in most of the advanced countries show that 
considerable progress has been made within the last decade. 

The present status of monetary reform may be summarised as 
follows : a considerable opinion that counts favours the stabilising 
of internal prices ; the partial, but to be fully completed in the 
future, abolition of metallic currency, and the general practice of 
using a paper currency with a gold bullion reserve, subject to the 
free market forces of demand and supply, we have not yet come 
to any satisfactory method of regulating the supply of gold, nor is 
there any concerted action in reference to controlling the supply 
of raw materials and fexxistuffs 

Now, I supppse that one might or ought to be satisfied with 
that amount of progress made in monetary theory and reform within 
the last few years, and be prepared to sit quiet for awhile ; for in 
all probability that marks as much advance as we may expect for 
some time to come. But I am going to suggest at least for the 
purposes of consideration and discussion the trend as I see it 
towards an international currency. 
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Professor Lehfeldt in his recent excellent little book on Money, 
p. no says: “The present organisation of money, which is on 
a national basis, can only be looked upon as a phase of history, 
destined to pass into a higher one. Money exercises a world-wide 
function that should not be restricted by national frontiers. There 
are many organs of civilization that transcend the nation, and these 
are growing steadily in importance. Hardly the most ardent nation¬ 
alist would suppose the glory of his country to be enhanced by 
secession from the Universal Postal Union ; patriots, as well as 
others, suffer from lack of the international regulation of epidemics, 
which the Health Department of the League of Nations is now 
trying to supply. In the same way no one need object to the 
internationalization of money, when that becomes possible. At the 
same time, there would be nothing gained by an attempt to intro¬ 
duce an international currency yet. The line of progress is to 
perfect the existing national currencies : to bring them into more 
stable relations with each other, and gradually to facilitate the adop¬ 
tion of a common unit and free transfer. 

It is this idea of the need of internationalising money that I am 
advocating with suggestions as to tlje method of doing it. The 
Genoa International Conference of 1922 has given a fine lead to the 
discussion, and we of the younger school of economists will do well 
to continue our investigations along the same lines looking towards 
a satisfactory world's monetary system. 

There is a certain amount of agreement on a new doctrine 
which is emerging out of recent monetary discussions ; that doctrine 
is that the general level of prices, which also includes the value on 
money, and at the same time the general state of trade and employ¬ 
ment, can be regulated by the work of Central Banks. We are 
coming to see more clearly the need and importance of Central 
Banks. Even the United States of America, and now India, if 
the recommendation of the Royal Commission is carried out, are 
falling into line with the leading countries of Europe, and are using 
the Central Bank as the keystone in the arch of the monetary 
system. 

In addition to the well-known functions of Central Banks, such 
as controlling the note issue, holding the reserves, and being the 
5 
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re-discounting agency, I would like to suggest greater cooperation 
among the leading Central Banks of the world. If something like 
the Genoa Conference could be made a permanent committee under 
the auspices of the League of Nations to supervise the world’s mone¬ 
tary system it would be a great step forward. Then it would be 
possible to regulate the world’s demand and supply of gold, which 
in turn would make possible stabilising the world’s currencies. 
That may be a long look ahead, but I am asking, is it not a possi¬ 
bility for the future ? Another matter which might w’ell come 
within the functions of a special committee of the League of 
Nations, and which would greatly modify the present experiences of 
Over-production or a world shortage, is a system of international 
control of the supply of raw materials and food-stuffs, and the very 
desirable practice of co-operative marketing. That was advocated 
during the hoom period after the war in the interests of the con¬ 
suming countries, but in the succeeding period of depression the 
idea was allowed to be partially forgotten. But it will come up 
again, for it is so intimately associated with the problem of stabili¬ 
sation. 

More and more are we recognising the importance of the Index 
Number method of ascertaining the price level and the consequent 
value of money. The importance of the method and the need for 
its enlargement and improvement should suggest to economists 
the need of advocating a statistical bureau of world’s index numbers 
under the auspices of the League for the use of the Central Banks 
Association in regulating the value of money. That too is a deve¬ 
lopment for the future which has immense possibilities. It only 
remains for nations to forget their own importance, and to agree 
to think and act internationally. 

All of this leads us in the direction towards which we are 
tending, i. a satisfactory system of international currency. 
India’s currency history is similar to the experience of other count¬ 
ries ; a silver standard years ago gave place to a gold standard, 
then silver became a token coin, and lastly it is now advocated to 
dispense with silver as well as gold coins, and have a thorough¬ 
going paper currency with a gold bullion cover. If we had an 
international central agency, which could control the supply and 
therefore the value of gold we could even now have an international 
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gold currency. In fact the English sovereign has functioned for 
many years as such a coin. But the tendency seems to be away 
from a metallic to a paper currency. We can be pretty certain 
that the future international currency will be paper. One need not 
enlarge upon the advantages of an international currency; its solu¬ 
tion of the world problem of the exchanges ; its great convenience 
to tourists and all travellers, and its aid in internationalising so many 
of our common interests. The great problem in the way of course 
is the smooth evolution of the mechanism of an international cur¬ 
rency. The currency presumably will be paper, based upon either 
gold or goods. If on gold then theoretically convertibility will be 
allowed, but if oji goods then there will be no convertibility. It 
seems more and more clear that the aim must be to stabilise the 
price level by maintaining a world price index as constant as 
possible, and the means to that end will be to regulate the quantity 
or weight of the standard, so as to maintain a constant purchasing 
power. Is it not along these lines that we may expect currency 
reform to advance in the future 
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The bark of Indian Currency has sometimes sailed through 
calm waters but has oftener than not been tossed in stormy seas. 
The captains have been many The most recent skipper is Hilton 
Young, who was preceded by Chamberlain and Babington-Smith 
in the present century, Mansfield, Herschell and Fowler in the 
nineteenth and Herbert Harris in the eighteenth. The name of the^ 
last captain is not so well-known as it should be, for he combined 
in him the double offices of the Mint Master and that of the Chairman, 
as did the Chairman of the earliest Currency Committee appointed 
in 1787. But the currency problem was even at that time an old 
enemy against whom the early empire-builders beginning from Clive 
had fought in vain. 

It was partly a legacy left behind by their predecessors but the 
evil was much aggravated under their regime. In Mughal times, 
although the revenue was reckoned in copper dams^ silver rupees 
formed the chief currency of the country. Mokurs were struck 
mainly for making presents and receiving tributes but no legal ratio 
was fixed between gold and silver. It was in southern India alone 
that gold fmn or pagoda was the standard coin. Cowties were 
used for subsidiary currency specially in Bengal. Occasionally 
however they were used in large payments also. As late as 1803, 
a feudatory chief of Onssa agreed to pay 12,000 Kahtins o( cowries 
as his annual tribute. 

With the break-up of the Mughal Empire after the death of 
Aurangzib, every adventurer assumed the power of striking coins 
as the easiest and most incontestable emblem of sovereignty. The 
result was a multiplicity of currency in various stages of debasement. 
But the quasi-independent Naivabs of Bengal such as Murshid 
Quli and his successors, did not tamper with currency in any way. 
They could not however stop the import of debased coins from the 
various provinces of India for liquidating the favourable balance 
of trade of Bengal. Even the sicca rupees coined by them did not 
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circulate at par, if they bore different dates, notwithstanding the 
fact that they had not been worn out through use. As Verelst 
writes, “at the expiration of three years, when these sicca rupees 
then called sunals, at parts of the original denomination, they 
are carried to the mint, chiefly by shroffs, who receive them back 
recoined and consequently raised in value to 116, the first and the 
highest denomination, deducting the expenses of coinage, amounting 
to something more than 2 per cent. By this operation, the shroffs 
gain nearly parts upon the value of the coin every third 
year“. The result was the triennial recoinage of stcca rupees, which 
seldom lost their original purity. 

Long before the East India Company had come into power in 
Bengal, there had been a mint at Madras, which converted 89J oz, 
of dollar silver into 218 rupees. These rupees were accepted not 
only in Southern India but also in the North, for the purpose of 
remitting Imperial revenues to Aurangzib, who spent his last days 
in the Deccan. With the retransfer of the Mughal Court to 
Northern India, the provincial satraps no longer required Madras 
rupees and their value fell in consequence. 

The Company’s chief import at about this time was silver not 
only in Bengal but also in other parts of India. As the import of 
Madras rupees was no longer profitable, they were anxious to start 
a mint in Bengal. A farman was secured from Farrukhsiyar, 
granting the privilege of using the Nawab’s mint at Mnrshidabad 
free of charge three days in the week. But this was not recognised 
by Murshid Quli. It was also opposed to the powerful interests of 
Jagat Seth, who was the sole purchaser of all the bullion imported 
into the province. With the passing of the political power in the 
hands of the British, all difficulties regarding the establishment of 
a mint at Calcutta were over and the first rupees was struck on 
August 29, 1757. 

But the acquisition of territorial revenues of Bengal after the 
grant of the Dewani in 1765, rendered further imports of silver by 
the English East India Company unnecessary. The other European 
Companies reduced also considerably their respective imports of 
silver, as they were supplied with ample funds by the English 
Company’s servants anxious to remit home their fortunes through 
these Companies. The business of making and unmaking Nawabs 
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was so profitable that within eight years of the battle of Plassey 
more than five million pounds was obtained by the Company and 
its servants as compensation and ‘presents*—presents comparable 
to Tudor benevolences! The “Plassey drain** did not stop only with 
this decline in the import of silver. Large quantities of bullion 
were exported out of Bengal to China and to other British settle¬ 
ments in India. 

This depletion of currency caused such a grave economic 
distress that even Clive’s attention was diverted from the congenial 
task of shaking the Indian pagoda tree. On June 2, 1766, he 
l^rescribcd gold mohurs weighing 179*66 grains 20 carats fine as 
legal tender To encourage the flow of gold to the mint, the 
official rate for gold in terms of silver was fixed at 17I per cent, 
above the market rate and most stringent orders were passed 
against the export of gold. The inevitable happended. Silver 
disappeared from circulation. When it circulated at all, it com¬ 
manded a high premium. This depletion of the already de¬ 
pleted currency caused a grave financial crisis. At last, matters 
came to such a pass that the leading European merchants 
of Calcutta petitioned to Governor Verelst in 1769 pointing 
out that “ at present the distress is so great that every merch¬ 
ant in Calcutta is in danger of becoming bankrupt or running 
a risk of ruin by attachment on his goods, which would sell 
for half their value, it being impossible to raise a large sum at any 
premium or bond.” The gold mohurs of 1766 were therefore with¬ 
drawn from circulation and on March 20, 1769, the official ratio 
between gold and silver was reduced from 16*45 14*81. Even 

this new ratio was 5*71 per cent, higher than the market ratio. The 
result was that this second attempt at bimetallism also failed. 

Apart from this disparity between market and official ratios with 
gold, silver currency was in a state of hopeless confusion. There 
were four mints in Bengal,—at Calcutta, Murshidabad, DaccTand 
Patna, coining rupees of varying weight and fineness. These rupees 
again were in various stages of debasement and circulated at different 
iatta or discount. Gradually different species of rupees became the 
established currency in the different parts of the province as shown in 
the following table, compiled from contemporary official records*:— 

♦O. C. (Original consultations) 3 (b) April 13, 1770, 1 . R. D. 
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Parts of Bengal. Species of rupees. Used for. 



(i) Sonauts of different suns 

Rice and other grains- 


(2) English and French 

Ghee, jaggery, etc. 

Dinajpur 

Arcots. 



(3) Sonauts but the buyer 

Cloth. 

m 

leaves (?) (this portion 
of the record is illegible) 
half-an-anna batta. 



(4) French Arcots 

Hemp, gunnies, etc. 

Purnea 

Patna Sonauts 


Nadia 

Siccas 


Rungpur 

French Arcots. The revenues 
were collected in Narayani^ 
rupees. 


Birbhuni 

Murshidabad Sonauts 


Malda 

Murshidabad Sonauts 


Hugly 

Siccas 


Ghoraghat (A 

(i) Siccas 

Rice and other grains, 

District in 


chunam, cocoanut, 

North Bengal) 


etc. 


(2) French Arcots 

Cloth, salt and be- 
teliiut. 


(3) Murshidabad Sonauts 

Sugar and jaggery. 

Jessore 

(i) Siccas 

Rice, grain, betelnut, 
sugar and jaggery. 


(2) Murshidabad Sonauts 

Cloth, ghee, oil, long- 
paper, turmeric, etc. 


(3) French Arcots 

Salt. 

Bishnupur 

(i) Sonauts 

Granin, bamboo, jag¬ 
gery, etc. 


(2) Old Dusmasha 

Oil, ghee, brass and 
other metals. 


(3) Arcots 

Cloth. 

Futty Sing, 
Khergong Bar¬ 
bucksing, and 
Cutlabpore. 

Murshidabad Sonauts. 


Chandelhey 

(i) Siccas 

Grain, bamboo, ghee 

(comprising por¬ 


jagjgery and 

tions of present 


sugar. 


^ Named after Nar Narayan, a famous King of Cooch Behar. 
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Pails of Bengal. 

Species of 111 pees. 

Used for. 

Maldah and 

(2) Dusniasha 

Cloth, brass and other 

Rajshahi dis- 


metals. 

tricts). 



Barbezu 

French Arcots. 


Atteah (Sub-divi 

(i) French Arcots 

Grain, ghee and oil. 

sion north of 

(2) English Arcots 

* Cloth. 

Dacca) 

Viziery* and Benares rupees. 

Pachette 

French and English Arcots. 

Dacca and Tip- 

In the city of Dacca its 

perah 

own siccas were current. 


Thus not only were different kinds of rupees in circulation in 
different districts but even in the same district different commodities 
had to be exchanged with different kinds of rupees. A greater 
chaos in currency cannot be imagined ! The Court of Directors, 
realised the enormity of the situation created in Bengal only when 
trade became almost impossible. But as usual their greed for gain 
outran their good intentions. Thus they opposed the regulation 
passed on August 26, 1771 abolishing the batta between sonants 
and siccas because that would involve a loss of revenue amounting to 
Rupees 13 lacs every year. Nor were they prepared to bring all 
sonants to the sicca standard by systematic recoinage on an adequate 
scale. 

It was this desperate condition of currency on the one hand and 
the divi-hunting policy of the Court on the other that Warren Has¬ 
tings had to contend against as the Governor of Bengal. lie rightly 
realised the difficulties of having four mints coining different kinds of 
rupees. But instead of bringing them under the same control to 
secure uniformity, he closed the mints of Patna and Dacca within 
a year and a half. The result was that bullion had to be carried 
through long distances either to Calcutta or to Murshidabad at great 
risk and expense. The Murshidabad mint was also closed on 
April 30, 1777 ' 

Another measure of currency reform introduced by Hastings 
similarly failed. As stated above, sonants circulated at a batta in 

* The Vizieries were the rupees of the Vizier or Nawab of Oudh. 
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spite of the fact that they might be full weight coins. To outwit the 
shroffsy Hastings put an invariable date, viz., the t9th year of the 
reign of Shah Alum on all coins beginning from 1778*. But as the 
correct Hhra year was continued till 1792, the measure failed in its 
purpose. 

Some time before this in August 1776, Hastings had address¬ 
ed a circular letter to the different provincial Councils calling for 
a report on the various kinds of rupees in circulation and inviting 
suggestions. The replies stated that the sicca rupee was 
generally coming into general use and should be the standard coin 
in Bengal. Fortified with the support of the “men on the spot'" 
Hastings carried a number of resolutions through the Council, 
which unfortunately was a divided family. Bimetallism was abandoned, 
with a single mint in Calcutta undertaking to coin without any 
profit sicca rupees which were to pass current without any batta 
by weight and not by tale. In other words, the impression on 
each coin was meant to certify fineness alone and no more. No 
uniformity of currency could be expected until all the specie in 
circulation was coined into siccas for which the Company had neither 
the money nor the resources. 

Another currency measure of Hastings was the introduction 
of copper currency for small payments in the place of time-honoured 
cowries. But unfortunately it was overruled and tended to return 
from circulation. As late as July i, 1783, the Postmaster-General 
complained that so much copper was received in payment of postage 
that he could not change it into silver except at a discount of 20 per 
cent Five years later, in April 1788, the merchants of Calcutta 
complained to the GcA^ernment that “copper pice are (sic) generally 
refused by the natives because the nominal value exceeds the real 
value so much that it occasions a very heavy loss.” 

But the Currency reform with which the name of Hastings is 
ass<x:iated in contemporary state records, although not in later 
accounts, is his scheme of paper currency. It is true that as early 
as 1772 Sir James Steuart, to whom the bewildering problem of 
Bengal currency was referred by the Court of Directors, gave it 

♦ The date of this measure is generally stated to be 1773. But see my paper 
on Some Currency Reforms of Hastings^ read before the sixth meeting of the Indian 
Historical Records Commission, held in Madras in January 1924. 

6 
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as his considered opinion in his treatise on "The Principles of 
Mmuy applied to the present state of coin in Bengal” that there 
was no escape from the prevailing chaos except by a system of 
paper currency. He advocated the gradual introduction of notes 
not directly by the Government but by a bank enjoying Government 
patronage. Hasting’s scheme was, therefore his own, being a 
state issue pure and simple. The form of the note as published 
in an advertisement issued in pursuance of his minute of May i, 



We, the Governor-General and Council of Fort William do, on 
behalf of the United Company of Merchants of England trading to 
the East Indies—promise to pay at our Treasury in Calcutta on 


Demand to.or Bearer* the sum of 

Current Rupees.for value received 


This scheme did not materialise. Thus we see that all attempts 
at currency reform made by Hastings failed for one reason or other. 

Cornwallis had therefore to begin his administrative reforms 
with currency. Complaints against high batta charged by shroffs, 
for changing gold into silver which began early in 1786, became 
loud and insistent when Cornwallis assumed charge, and could 
no longer be ignored when batta rose to as much as 3 per cent, in 
August 1787. On September 25, Cornwallis appointed a “Committee 
for enquiring into the causes of the scarcity of silver coin”. The 
terms of reference were “ to ascertain the cause of the present 
discount in the exchange of gold mohurs into silver" and to ‘propose 

in consequence whatever measures may appear.best 

calculated to obviate the conveniences arising therefrom which arc 
now so generally complained of.” 

There were six members : Herbert Harris, the Mint Master 
(Chairman), Richard Johnson, the Accountant of the Revenue De¬ 
partment, C. Cockerell, the Postmaster-General, William Harding 
the Company’s Buxey, John Burgh, probably a non-official expert 


‘ “ Or Older” in case the Note was payable to Order. 
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and A. Lambert, the Secretary. The Committee finished its work 
in the course of two months. The enquiry was not perfunctory. 
Gamas tabs or agents of the principal indigenous banking houses 
were orally examined. Written memoranda were called for from 
the Treasury, the General Bank of India, Bengal Insurance Company 
and other well-knbwn firms of the time. The report was not unani¬ 
mous, Cockerell writing a note of dissent*. 

The recommendations of the Committee were not immediately 
given effect to. In course of six months, the balta almost doubled 
itself and rose to as much as6j per cent in April 1788. The mat¬ 
ter was taken up in the Calcutta Gazette and was also pressed 
before the Government in petition signed by the leading merchants 
of the time, both Indian and European. To alleviate the distress, 
Cornwallis ordered on August 13th the issue of bills payable in silver 
at the various aurwtgs against gold tendered to the Treasury at 
Calcutta. Batta on mohurs paid in respect of Government dues 
was definitely abolished These measures were partially successful 
for towards the close of November, Messrs. Shaw Gopal Doss 
and Monohur Doss and twenty-four other Kothkvah indigenous 
bankers) sent an ^‘address of thanks” to Cornwallis for the steps taken 
by him. 

On January i, 1789, Cornwallis reduced the seigniorage on the 
coinage of silver from 36^% to \%. Shortly afterwards the official 
rate of exchange between gold and silver was brought more nearly 
to a parity with the market rate. In order to make this rate effective, 
severe punishment were inflicted on all delinquents. In a letter, 
dated March 16, 1789, the Superintendent of Police, Calcutta, des¬ 
cribed how he carried one “Govinram Poddar to Burrabazar and 
with tom-tom declared his crime”. About a year later, on Febru¬ 
ary 20, 1790, even the reduced seigniorage of one per cent, on silver 
coinage was done away with but this measure failed in its purpose, 
for all the available silver had to be sent to the south, to prosecute 
the war with Tippo. In course of another year, the futility of co¬ 
ercive measures against shroffs to stop the batta was brought home 
to Cornwallis who decided on November 18, 1791 that ‘‘in future the 

^ For further details see my paper on the Earliest Currency Committee in 
India (1787) read ai the English Meeting of the Indian Historical Records Commis¬ 
sion held at Lahore in November 1925. 
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sale of gold and silver coins'* would “be as free as that of gold 
and silver bullion’*. The result was that the fiction of legal rate 
was definitely abandoned 

Having thus given up the idea of forcing gold into circulation, 
Cornwallis directed his attention towards establishing the sicca rupee 
as the standard coin throughout Bengal. To facilitate recoinage, the 
three mints at Patna, Dacca and Murshidabad were re-opened. But 
as the progress was too slow, he appointed a peripatetic Committee 
to study conditions locally and suggest remedies. The recommend¬ 
ations are embodied in the Public Department resolution, dated Octo¬ 
ber 24, 1792 which definitely laid down the 19th sun sicca as the 
sole legal tender currency of Bengal. This coin was sought to be 
protected from debasement by improved methods coinage such as 
milling, and to be standardised by having similar dies for all the 
four mints. Certain administrative measures such as unity of control 
of all the four mints were also adopted for greater efficiency and 
uniformity. 

In their zeal for the recoinage of all current coins into siccasy the 
Government forgot to make up for the loss in the total volume of 
currency, due partly to the annual wear and tear of coins and partly 
to their export to the south. The result was an acute shortage of 
currency, specially when large quantities of silver were held up for 
coinage at the various mints. To alleviate the distress due to such 
dearth of currency, bimetallism was adopted for the third time in 
1792. In the resolution, dated November 23, gold mohurs were 
declared legal tender at a rate which rendered gold over-valued as 
before but not to the same extent. 

The batta therefoie remained and formed the subject-matter of 
one of the most interesting minutes drawn up by Share. He pointed 
out that it had a periodic rise in April, May and June, although it 
continued throughout the year. This seasonal fluctuation he ascribed 
to the flow of rupees from Calcutta to the aurtmgs for the purchase 
of “investments”, which trickled back only after sometime. He 
suggested the adoption of two measures during the summer months 
to obviate this difficulty. One was the holding of a stock of rupees 
in advance at the various aurungs before the commencement of the 
busy season. The other measure was the payment of half of each 
disbursement by the Government in gold in order that it might circul- 
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ate throughout the province. These measures achieved their object 
in less than a year. 

But the permanent batta continued almost till the end of the 
century, i.e.y till the market rate came to a parity with the official 
rate on account of large imports of silver*. It was not till 1806, how¬ 
ever that the Court of Directors finally decided to abolish batta by 
giving up bimetallism. In their famous Despatch of April 25, 1806, 
they observed, "It is an opinion supported by the best authorities, 
and provided by experience, that coins of gold and silver cannot 

circulate as legal tenders of payment at fixed relative ratios. 

without great loss ; this loss is occasioned by the fluctuating value 
of the metals of which the coins are formed”. 

More than hundred and twenty years have elapsed after this 
Despatch was written but we are still as far off from the safe haven 
of a satisfactory ratio between the rupee and gold as before The 
old problem of batta seems to have re-appeared in another form and 
the immediate problem before the country is the question of 16 
pence versus 18 pence rupee. But the ultimate issue is clear. It 
is the adoption of the gold standard with gold currency which 
will solve the problem of batta, by making the rupee definitely a 
token coin. The latest skipper Hilton Young has proposed to move 
the bark of Indian currency to gold by what he has called the gold 
bullion standard. This is another form of the gold exchange 
standard which failed us in the last storm of war. The quest for 
a safe haven begun so long ago is not yet ended. 

* Calcutta Gazette, November 28, 1799. 




ORGANIZATION OF BANKING IN INDIA'^' 

BY 
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INTRODUCTION. 

Banking is the key of all economic development. The history of 
other countries shows that it is not possible to develop commer¬ 
cial, agricultural and industrial resources unless Credit Institutions 
are established on sound basis to assist them in their progress. The 
chief functions of such corporations is to concentrate people's money 
and build credit structure on that basis. If it be assumed that 20 
per cent, of cash requirement in respect of deposits is sufficient every 
unit of money deposited with banks serves the purpose of five such 
units. In countries where banking is advanced and people are 
familiar with banking habits every unit of deposit often serves the 
purpose of ten such units. Thus through organization of banks 
money can be made to function many times over and above its 
exchange value. 

Those who are familiar with conditions of banking activities in 
this country know well how backward we arc in such undertakings. 
As compared with the banking figures of the United Kingdom we are 
ten times backward as regards capital and reserve and our deposits 
are only 9 per cent, of the deposits of that country. If we take 
population into consideration this backwardness increases to seventy 
times, because our population is nearly seven times of that country. 
Coming to the question of banking offices we find that on an average 
for every [3 square miles there is a banking office in England 
whereas the average number of square miles served by banks in 
India is over ?,50C, i.e., we are 270 times behind in this respect. If 
we compare our banking figures with those of the United States of 
America we find that our capital and reserve and deposits are only 
2 and 3 per cent, respectively of the corresponding American figures. 
How shockingly pa)r is the comparison. If India wants to develcip 

^Note: The P^per contains only personal views. 
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her productive forces the organization of soimd banking system is 
the first and foremost requisite. 

Our banking system, if the present haphazard growth can at 
all be described by such a name, is not only greatly backward in 
the volume of business but it is deficient in its scope. We have 
mainly what are called commercial banks. Although this is a very 
important class of banking activity still there are other equally 
important types which a vast country like India badly needs for her 
development, e.g., Industrial Banks, Agricultural Banks, Land 
Mortgage Banks, Indian Exchange Banks, etc. It is true we have 
Co-operative Credit Societies designed to assist the cultivator, but 
unfort inately its progress has been so slow that people are feeling 
doubtful about the value of its sufficiency and efficiency. The system 
requires thorough over-hauling, 

A notable omission in the Indian Banking system is that of a 
Central Bank enjoying the power of note issue. All countries have 
realized by experience that it is better to concentrate Credit and 
Currency functions to a banking institution. The Imperial Bank 
has been working so far something like a shadow of a central bank, 
but those who have been actually engaged in the commercial and 
banking activities of this country^ know fully well how it falls short 
of the responsibilities expected of a central bank. 

The chief defect from the national point of view of Indian liank- 
ing is that it is dominated by non-Indians. Banking is such an 
important institution in human s(x:iety that it should always be 
retained in the hands of nationals. In no important country of the 
world are foreigners allowed to capture banking activities as in India. 
In no important country would the rules be indifferent specta¬ 
tors at the position which prevails in banking in India to-day. 
Upon the policy of credit institutions and the distribution of credit 
depends much of the country’s progress. Non-Indians who control 
banking and credit in this country can never really feel the economic 
pulsations nor can they have any broad national outlook. As long 
as men are human it is difficult to believe that they would not be 
influenced by considerations of their own countries or that they 
would follow Indian interests whenever they clash with the interests 
of the countries of their origin. 
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Knowledge of present conditif)ns is necessary to determine 
future improvement or development. And, however, much it may 
be desirable to completely survey banking conditions in India and 
determine their defects and drawbacks preliminary to suggesting 
steps towards organization the nature and limits of this Paper 
preclude any such detailed handling. The brief account that has 
been already given will, however, it is hoped give some indications 
of the lines on which systematic improvement is wanted. 

REQUIREMENTS. 

Our banking system to be complete and self-contained should 
have the following types of banks all owned and managed by the 
people of this country. 

(1) Central Bank or Bank of issue which should be the pivot 
and support of the whole system. It should guide the money 
market in the national interests. It should see that Credit and Cur¬ 
rency are sufficient neither more nor less than what the country wants. 

(2) Commercial banks which should give short term credit 
for the carrying on of trade and commerce or in other words finance 
the movement of goods 

(3) Exchange banks. These are a type of commercial banks which 
specialize in the finance of foreign trade. The present so-called 
“ Exchange Banks although engaged in this kind of work can be 
better described as “Foreign Banks ” because they do not belong to 
this country. Their interests are more with the foreign manu¬ 
facturer and foreign merchant than with the people of this country. 
The Exchange Banks that India wants should be of Indian r)rigin 
and should look primarily to India’s interests. 

(4) Agricultural banks—something like the present co operative 
system organized on proper basis with Provincial and All-India 
Agricultural banks at the top that will supply adequate credit to the 
agricultural community. 

(5) Land Mortgage banks which will allow long term credit to 
agricultural and land-holding classes. 

(6) Industrial banks which will specialize in extending long 
term credit to industries of the country as well as engage in the 
business of underwriting or procuring capital for industrial 
purposes. 
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(7) Savings and local banks which will give facilities for the 
accumulations of savings to middle and poor classes as well as give 
small monetary assistance to such people just like pawn brokers 
shops. A large portion of poor people are constantly in the hands 
of devouring money-lenders and the institutions of this type can help 
them out of their embarassment, at the same time sufficiently safe¬ 
guarding public money. 

(8) Private banks and bankers that are often useful medium of 
financial assistance to various classes of people. 

It may be said that England has been able to carry on its busi¬ 
ness with only one type of banking. Circumstances there are 
peculiar. Commercial banks there are of extraordinary large size 
capable of handling any proposition. Even then often necessity has 
been felt for other types. Examples of Germany, America, Japan, 
and other countries show that it is of fundamental importance to 
classify banks according to the special nature of their business 
Our Government has so often blundered in transplanting here 
English economic ideas and economic institutions, without any regard 
to local circumstances, that it is not at all surprising that the same 
mistake has been committed in banking as well. 

GOVERNMENT CONTROL. 

Before we determine what steps to take to accelerate the 
establishment and growth of the above types of banks or how to 
frame their constitution there is an import basic question w'hich has 
to be first solved. The question is: Should banking be free in India 
or should the State introduce special legislation to govern corporate 
banking and prescribe administrative checks on their working ? Banks 
deal with that precious commodity money that unless they enjoy 
absolute confidence of the public it is impossible to think that they 
will attract public money. This confidence can be induced and 
fostered bj^ special legislation and by Government administrative 
control. In the case of countries where Joint Stock banking has 
been in existence for a long time and where such institutions have 
been firmly established with right sorts of policies and traditions, 
introduction of such measures may not be necessary; but other 
countries which are now thinking of organizing their banks at this 
later stage should be protected by discriminating safe-guards and 
7 
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watchfulness from the annihilating powerful foreign organizations, 
which in this age of keen competition, when territorial restrictions 
on business are non-existent, can crush any new venture. The 
banking history of America has completely proved that the new 
entrants in the banking world without State intervention have not 
many chances of successful existence or career. The United States 
has established a set of satisfactory bank laws from her early days 
which have built up a strong banking system. Canada has similarly 
a special bank law. 

A bank failure although it may relate to a small insignificant 
bank is sure to disturb the whole system Often it brings about 
failure of others that may otherwise be solvent. The destructive 
force gains momentum with each failure and ultimately there comes 
a banking crisis which results in the dislocation of trade and other 
activities, involves losses and failures of many business concerns and 
deprives many of their hard earned savings. Such occurrences are 
surely against public welfare. State Control will enforce working 
on right principles and curb tendencies for dissipation of public 
funds. 

Institution of a special bank law governing corporate banking is 
thus necessary in India in the interests of public policy. We are 
having so many legislative enactments cm various subjects in the 
interest of general well-being that it is difficult to imagine any 
real opposition, unless it be from vested interests, against the 
introduction of this wholesome measure. And what is this banking 
legislation ? It is nothing but experience of other successful institu¬ 
tions codified for the governance and guidance of those who are 
entering newly in the field of corporate banking to minimise their 
deficiencies in knowledge and experience and to restrict bank failures 
by advance control. If the law which I am contemplating and for 
which the people are now clamouring had been in existence in the 
past not only many of the Indian bank failures would have been 
avoided but our banks would have been in much better and stronger 
position. 

What should be the form of state control over banking? Two 
measures arc suggested: (/) A Bank Law and (ti) Special Adminis¬ 
trative machinery on the part of the Government to see that the 
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law is being observed and take such action in die national interest 
OS emergencies may warrant 

INDIAN BANK LAW. 

It is not possible to give detailed views on this subject in a Paper 
of this size. Many provisions would be common to the law relating 
to Joint Stock Companies. The chief features of the law so far 
banking is concerned should be:— 

(i) Control over incorporation and amalgamations of banks. 

(ii) Fixing of minimum capital depending upon the field of 
operations of a bank which must be paid up before certificate to 
commence business is granted. As in the National Bank Act of 
the United States such capital should be fixed in proportion to the 
population. I would suggest that Indian banks should be classified 
as;— 

(a) Local Banks which should carry on business in one locality. 

(fi) Provincial Banks which should be permitted to have 

branches in the province of habitation. 

(c) All-India Banks which can have branches throughout 

India, and 

(i/) World Banks which can open branches outside India. 

Minimum subscribed capital in respect of kjcal banks should 
vary from Rs. 20,000 to Rs 5,00,000 according to local population 
which in the case of the lower limit should not be more than S,000 
and in the case of the upper 2,00,000 or above. Minimum capital 
in the case of the other three classes should be Rs. 10 lacs, Rs. 25 
lacs and Rs 50 lacs respectively. At least half of the subscribed 
capital should be paid before certificate to commence business 
is granted. 

(iii) One-tenth of the paid-up capital should be lodged as 
security with the Government. 

(iv) At least three-fourths of the Capital should be reserved 
for Indians and similar number of directors should belong to this 
country. In the case of “World Banks” such requirements may be 
reduced to half if the Banking Council so permits, to admit 
of co-operation of India with other countries fmr the purpose of 
carrying on international banking. The Council should be free to 
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impose any terms for granting such special facility. 

(v) The depositor should have power to elect some directors 
from their rank, provided they possess some minimum deposit. 

(vi) Minimum cash percentage to deposits should be prescribed 
which should be maintained by banks. Fifteen to twenty per cent, 
cash, depending upon the class of bank should be quite sufficient. 

(vii) Restriction on the nature and amount of individual 
advance should be prescribed, e-g., total loans against immovable 
properties may be fixed up to the amount of paid-up capital and 
reserve or to twenty per cent, of total advances: again it may 
be fixed that no advance to a single individual or a firm and its 
members collectively should exceed one-tenth of capital and reserve 
or twenty-five per cent, of capital, whichever is lower. 

(viii) Before distributing profits some percentage say ten, 
should be first taken to Reserve. 

(ix) The banks should publish monthly statement of accounts. 

(x) The banks should be examined by Examiner of Banks 
(see below) who should be empowered to look into all matters. 

(xi) The banks should pay a safety tax say of 5 per cent, of 
annual profits which should go to form a safety fund which should 
be administered in the general interests whenever any bank fails. 

(xii) The banks should carry out any instructions as may be 
communicated by the Banking Council (.see below) in the public 
interests. 

If imposition of limitations on Indian banks is considered 
necessary in public interests there is much greater reason to levy 
restrictions on the activities of foreign banks working in India. The 
present predominating position of non-Indians in the banking activities 
is a source of great danger to the development of banking as well as 
against the national interests. Even a country like England where 
banking is vastly advanced and which is more or less the world’s 
Clearing House for international payments, the question of foreign 
banks has been attracting public attention. The Cunliffe Committee 
appointed to look into the question of “Currency and Foreign 
Exchanges after the war ’’ in their final Report said : “ Several of 
our witnesses have called attention to the conditions under which it is 
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open to foreign banks to establish themselves in this country. 
We suggested that this is a matter which should receive the 
early attention of His Majesty’s Government.” This Report was 
also signed by the present Finance Member of the Government of 
India, Sir Basil Blacket who was then Controller of Finance, 
British Treasury. It is hoped that he at least in all fairness 
would not object to such measures. It may be argued that India 
is a part of the Empire and no discrimination should be made 
between banks as long as they belong to this Empire Self- 
governing dominions and Colonies have been permitted to chalk 
out their own economic destiny as best as they like and the same 
principle should govern our economic activities. The Bank of 
England refuses to recognize banks registered in India on the same 
level as the English banks for the purposes of rediscounting 
facilities, this actually happened in the case of the late Tata Industrial 
Bank. It seems hardly fair that we be asked to look to Imperial 
interests when just consideration is denied us. Imperial consi¬ 
derations should be paid every attention, but only as long as they 
do not conflict with national interests. When these interests clash 
naturally kxjal interests should have first right. 

Modifications or special provisions in the Indian Bank Law 
governing activities of banks not incorporated under the same 
should be briefly on the following lines :— 

(i) No such bank should be permitted to carry on banking 
business unless it has obtained license for doing such business from 
the Comptroller of Banks (see below). 

(ii) They should appoint local committees or kx:al boards 
consisting of at least one-third of the people of this country. 

(iii) They should pay all taxes to which the banks of the 
country are liable. As regards income and allied taxes which 
depend upon the amount of profits they should either pay the same 
on the total profits or may fix some figures in advance with com¬ 
petent authorities as is the case in France. 

(iv) Besides the ordinary taxes referred to in (iii) they- 
should t>ay special taxes : {a) Capital tax of 4 per cent (per thousand) 
as is the case in Italy, Spain, and other European countries which 
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are in danger of being invaded by foreign banks : {^) License 
fee corresponding to the stamp duty and registration fee which 
banks incorix)rated here are required* to pay: (t:) Loan tax of 
12 per cent, of the interest paid on loans and deposits contracted 
in India: (d) Exchange tax of i/io per cent, (per thousand) 
on the turnover in the Foreign Exchange Business. Taxes {b ), {c) 
and (d) are levied in France. 

(v) They should be subject to examination and control of the 
Government Agency as are the other banks of the country. 

(vi) They should publish statements of their accounts, at least 
of business in India, every month like the Indian banks. 

(vii) In short, they should not have any advantage of any 
nature over the Indian banks. 

It may be said that the introduction of Law necessitating the 
observations of above provisions may not be capable of immediate 
obedience by the existing banks in same respects, provisions 

of capital, etc. Special perkxl of five years should be allowed to the 
existing banks to introduce necessary changes in their constitution 
so as to conform to the new law. The future new banks should, 
however obey it from their very commencement. 

GOVERNMENT ADMINISTRATION. 

Coming to the second part of Government control, there 
should be a special section in the Finance Department of the 
Government of India under an Officer called the Comptroller of 
Banks who should look after the banking activities of the countrj’. 
There should be two Assistant Comptrollers under him at least one 
of whom should be an Indian. The Comptroller should be guided 
by a Banking Council consisting of 12 members which should be 
the final authority to determine .any special measures that may be 
necessary in the national interests as well as enforce observance of 
such measures. The Council should control the Safety Fund. The 
Finance Member, the Comptroller of Banks, and the General 
Manager of the Bank of Issue should be ex-officio members. Three 
members should be elected by the banks of the country, voting 
according to a scale, prepared on the basis of their business figures. 
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of whom at least one should be not connected with banking as a 
director or a manager. Four members should be elected by the 
Legislative Assembly of whom not more than two should be 
connected with central provincial legislatures. The remaining two 
should be nominated by the Govemor-Generalin-Council from 
the public, who are unconnected with the Government or 
legislative bodies, to level up provincial or economic inequalities in 
representation. 

The Comptroller should grant certificates of incorporation and 
amalgamation, licenses, impose fines and in brief be the chief 
government officer to carry on duties imposed by the Bank Law 
upon the Government. He should receive all returns. He should 
be assisted by Examiners of Banks who should conduct actual 
inspection and audit of banks. They should have power to examine 
all bank accounts, vouchers, clerks, officers, directors, bank 
clients, and others even on oath, if necessary. They should 
have power to get any assets of technical nature valued by compe¬ 
tent persons to determine that assets are not over-valued or 
liabilities under-estimated, remuneration for such services being 
paid by the bank concerned. It would be better if each province 
is entrusted to two Joint Bank Examiners, one of whom should be 
at least an Indian, assisted by Assistant Examiners, for the purpose 
of bank examinations. The valuation of bank assets often implies 
correct estimate of the worth of borrowers and this can only be 
satisfactorily performed by people of this country Hence inclusion 
of at least one Indian among the Provincial Examiners is of the 
utmost importance. 

Certification by the Government Bank Examiners of the 
correctness of bank accounts as contained in their reports to the 
Comptroller will infuse great confidence in banks and stimulate 
such business to an extent which may ultimately not make us shy of 
comparing our figures with those of other countries. In turn such 
advancement will lead to the development of our other activities. 

' Having briefly outlined the nature and functions of State 
control it remains to be considered what special form should the 
types of banks, enumerated in an earlier part, talce and on what 
basis should their constitutions be framed. 
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THE BANK OF ISSUE. 

lliere are two broad models before us in this connection. The 
Central banks prevalent in Europe and the Federal Reserve system 
introduced by the United States. The latter represents evolution 
in banking organization which it is extremely desirable for a vast 
country like India to aim at. But unfortunately its application at 
the present moment is not possible, because it presupposes existence 
of a large number of banks which is not the case in this country. 
The central banking organization of Europe with Branches at the 
Capitals of the various Provinces and at other important places 
should be better able to undertake concentrated action. In course 
of time when banking has sufficiently advanced the provincial 
branches of the Central Bank should be transformed into something 
like a Federal Reserve Bank. All such provincial associations 
should be federated under one common controlling body like the 
Federal Reserve Board in America. 

In determining the constitution of our central bank a question 
arises whether it should be managed and owned by the Government, 
or in other words whether it should be a State Bank. Experience 
has shown that delicate machinery like that of a central bank cannot 
be properly worked by a slow moving government department. In 
order to be able to control credit and currency properly and guide 
the money market it is essential that this institution should possess 
moment to moment contact with all that passes in the money market 
as well as it should have an upto dale information about the parties 
operating in the same. It is not possible for a state department to 
feel such pulsations quickly and adequately. Moreover, if the 
management is entrusted to Government it would be liable to 
influences of party politics, as well as be subject to communal 
jealousies and rivalries. Credit should be controlled and distributed 
in the national interests and not in the interests of any single 
section or .community that may happen to have upper hand in the 
Government. A change of policy in the control and distribution 
of credit consequent upon the change in the power of parties com¬ 
posing the central legislature or the government as the case may 
be, will dislocate economic activities. A private corporation, under 
sufficient control of the State would be better able to regulate central 
banks* functions in the national interests. Moreover when private 
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capital is involved the directors representing such capital will see 
that credit is not recklessly extended because in case of serious 
losses such capital is first responsible to make good such shortfalls. 
In the case of a State Bank such personal and individual interests 
do not exist and there is danger of favouritism in making advances 
or in discounting bills. 

The only argument worth considering for the state ownership 
of the bank of issue is that it is undesirable to allow profit resulting 
from such monopolistic concern to a private agency. The Charters 
of other central banks show that limitations are prescribed upon the 
portion of profits pa)^able to shareholders,' the State possesses 
sufficient control over its working to see thau national interests are 
not violated. Both these safe-guards remove the grounds that mainly 
exist in favour of a State Bank. And it would be in our interests 
if we can model our bank of issue on such lines, restricting return 
to the shareholders to a minimum figure at which it is possible to 
attract such capital. 

The Hilton Commission have recommended establishment of 
such an institution. Certain safe-guards are, however, necessary 
from the national point of view which the Commission have either 
not cared to look into or these have escaped their attention. Central 
banks of other countries arc owned by nationals and foreigners are 
not allowed to subscribe or enjoy any voting powers. The people of 
a country should mould the working of their central bank in national 
interests and establish |X)licies and traditions calculated to advance 
their country’s welfare. Our Central Bank should have such limita¬ 
tions on its constitution. To insure this it is necessary that at 
least three-fourths of its Capital should be reserved for subscription 
by the people of the country and at least similar proportion of 
direcU)rs should be elected or nominated from amongst Indians. The 
central legislature and the Governor-General-in-Council should nomi¬ 
nate some directors on the Board. The management should be 
sufficiently Indianized both in the higher and lower ranks as the 
working of an institution and its usefulness mainly depends upon 
them. After setting aside a fixed percentage of profits to be taken 
to reserve, on the remainder there should be first charge of cumula¬ 
tive dividend of 5 or 6 per cent to shareholders, and the balance 
should be distributed in the ratio of i to 7, one part going to the 
8 
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shareholders and 7 parts to the State. Inducement of proportionate 
profits, however, small will keep up the enthusiasm of the bank 
directors and make them always alive and active to the bank in¬ 
terests. The Government’s share of profits may be utilized as loans 
with or without interest to special types of banks or to other credit 
institutions, or as subscription to the capital of special types of 
banks or may be taken to revenue as may be generally decided by 
the Legislative Assembly at the time ot the annual budget with the 
proviso that the Banking Council should have power by three-fourths 
majority to order utilization of half of such annual profit for any 
purposes calculated to safe-guard or advance banking interests. 
Similar profits which other banks of issue give to their governments 
are employed for the welfare of general or special banking activities. 

The primary object of the bank of issue is not to earn profits 
but to see that the distribution and price of credit are within reason¬ 
able limits. Hence limitations are prescribed on its business. The 
Commission have made suggestions in this respect which on the 
whole are satisfactory. As a rule our central bank should extend 
short term credit with certain exceptions in favour of special banks 
which may have special credit lines at special rates of interest. It 
should encourage the rediscounting habit. It should not allow in¬ 
terest on deposits. It should keep government funds and manage 
public debt. In the case of banks in difficulties it should extend 
special facilities if directed by the Banking Council. 

The most important functifm of the Central bank will be to issue 
bank notes. Such notes should have the guarantee of the Govern¬ 
ment of India as recommended by the Commission. The volume 
of such notes should be sufficiently clastic. Need for more currency 
arises when trade intensity increases and it is reasonable to 
connect both these things through the medium of trade bills which 
should be reckoned within certain limit as a part of the note reserve. 
When the trade demand is satisfied the trade bills are automatically 
retired and the portion of Currency issued against such bills is 
automatically called back. It is no use keeping a large volume of 
currency permanently as the purchasing power of the monetary unit 
will undergo fluctuations. It is of primary interest that the value 
of the rupee should remain at the same level by adjusting the volume 
of currency to the intensity of trade activity. 
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A few words about the currency reserves and the bank's duty 
in this connection may not be out of place. 

Reserve for the notes issued should consist of three parts :— 

(a) Gold, gold securities and silver rupees 

{b) Government of India and other admissable securities as 
may be decided by the Banking Council. 

{c) Bills discounted under its business powers. 

(t^) should not be less than 40 per cent, of the total reserve, (^) 
should not be more than 30 per cent, and the remainder should be 
(r). Out of (a) at least half must be gold in India. Whenever 
silver rupees in the reserve tend to increase the same should be 
handed over to Government of India and gold taken in their instead. 
The Gold Standard Reserve should remain separate and Government 
should remain responsible for its sufficiency. The bank of issue 
may administer and control it but that should be on behalf of the 
Government. Penalties should be prescribed whenever the above 
proportions are violated. The Bank should be responsible to main¬ 
tain international value of the rupee on the principles of the gold 
bullion standard as recommended by the Commission 

Other responsibilities of a general nature should be imposed, 
^, publication of discount rate, weekly statements, introduction 
of clearing houses, helping bank development, assisting formation 
of special banks both by capital subscription and grant of special 
credit lines as the Banking Council may direct, etc. 

A problem faces us in connection with the formation of the 
Central bank, whether it should be a new institution or the 
Imperial Bank should be remodelled to function as the Central Bank. 
The Hilton Commission has decided this point in favour of a new 
bank. This is desirable from many points of view. Limitation of 
space and time do not make it passible to discuss this subject in any 
way. The strongest point for the acceptance of this recommendation 
is that four of the Commission's members intimately connected with 
the Imperial Bank have endorsed it. The cry that has been raised 
in some quarters comes from vested interests. But such sectional 
considerations should not interfere with national purposes. 
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COMMERCIAL BANKS. 

Under the section “ Bank Law ” constitution of these banks has 
been primarily dealt with. Nothing special remains to be discussed, 
and the measures already outlined will accelerate bank development. 
It may, however, be mentioned that the commercial banks should 
increase the sphere of their services by widening the scope of their 
business as are the corresponding Companies doing in other parts 
of the world. The “ Trust ” business offers many chances both of 
utility and profit The institution of bankers’ acceptances and 
rediscounts would enable them to extend credit to a greater extent 
that it has been possible so far. It is not meant that credit should 
be inflated or overtrading induced with the consequent disturbance 
to prices. But as our economic activities increase with the system¬ 
atisation of credit institutions, there should be means of further 
increasing credit which will help further development. 

INDIAN EXCHANGE BANKS. 

Under the proposed “ Indian Bank Law ” there exists sufficient 
scope for the formation of this type of banks which are classified 
there as “ World Banks.” It would be very desirable if one strong 
bank is formed to specially transact this kind of work. Its capital 
should be at least Rs. ten cifires. It should have branches in the 
principal places of foreign countries with which we are in trade 
relationship. The present “ Exchange Banks ” help foreign manu¬ 
factures and foreign merchants but do not give correspondingly 
large facilities to the people of this country if they wish to engage 
in foreign trade on large scale. The Indian Exchange Bank should 
mainly supply want of such assistance. It should be incorporated 
under special charter. Its Capita] should be mainly open for sub- 
.scription to the Indian banks who should co-operate with it in every 
respect. The Central Bank should grant special credit lines for 
discounts as well as charge special discount rate so that it is able to 
compete with foreign banks who have cheap loan facilities in their 
home markets. Owing to special assistance, dividend to share¬ 
holders may be limited to ten per cent, excess being payable to the 
Government as in the case of the bank of issue. Owing to greater 
ri sk in the business of this type the limit of profit will naturally 
have to be raised to attract required Capital. 
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The Imperial Bank of India presents many favourable chances 
of being transformed into the Indian Exchange Bank. However, 
its capital should be re-organised so that the present shareholders 
retain about rupees five crores and the remainder should be 
subscribed by the Indian banks. Also the bank should Indianise 
its staff and the Indians should be sent abroad in responsible 
positions, if not immediately say within the coming five or ten 
years. In the meantime, vigourous steps should be taken to give 
adequate training to Indians in foreign countries. 

It should be the task of the Indian Exchange Bank to help the 
formation of other similar institutions either on alliance basis or on 
agency terms. The bank of issue should utilize the services of this 
bank for keeping balances abroad if that be necessary in the 
interests of maintaining international value of rupee. 

AGRICULTURAL BANKS. 

The law relating to the Co-operative Credit Societies should be 
strengthened so as to induce greater activity in the co-operative 
movement. The Government should regard it as one of its primary 
obligations to help the establishment of such institutions in the inter¬ 
ests of this the greatest industry of the country. Great educational 
propaganda is needed. Stricter and closer co-operation and superin¬ 
tendence by the Government is necessary. 

The chief measures which should be taken to make the machinery 
of this type function adequately arc :— 

{t) Provincial Agricultural Banks should be established to¬ 
wards which should converge the cooperative movement Capital 
of such banks should be subscribed by the lower co-operative credit 
banks of the province, but if this be not possible the Provincial 
Governments as well as other banks should be permitted to do so. 
In fact the Provincial Governments should be bound to subscribe 
the remainder of the Capital as may be n(jt taken up. The paid- 
up Capital of such a bank should not be less than rupees one crofe. 
The Provincial Agricultural Banks may either be federated under an 
Agricultural Credit Board or be members of the Indian Agricultural 
Bank which should be started on similar principles.' 

{ii) The Provincial and Indian Agricultural Banks should 
arrange for the supply of credit to the district societies which should 
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pass on financial assistance through the primary societies to the 
cultivators. The major agricultural banks should arrange for credit 
lines with the important commercial banks and with the Central 
Bank. If necessary, the Banking Council should be approached for 
arranging special facilities. 

(m) The directorate of the Agricultural Banks should contain 
nominees of the government and the legislative councils to see 
that work is being done in the public interests. The management 
should be mainly in the hands of Indians. If the alternative of an 
Agricultural Credit Board be accepted the same should be composed 
so as to represent all the interests concerned properly. This Board 
should arrange for special credit lines, special loans and similar 
facilities. 

{h) Suitable legislation should bp introduced by which obliga¬ 
tions incurred to Credit Sfx:ieties should be considered as a first 
charge on the wealth of the farm of the agriculturists concerned. 

{v) The system of discounts and rediscounts should be the 
chief mode of obtaining financial aid 

(vi) A rigid and strong system of examination and control both 
on the part of the Government and the Indian Agricultural Bank 
or the Agricultural Credit Board should be intrcxluccd. 

LAND MORTGAGE BANKS. 

The agricultural banks solve the question of short term credit 
to the cultivators but the problem of long term credit to the same 
people is of equal if not of greater importance. They want loans 
for long periods to make permanent capital improvements or reclama¬ 
tions. This can be solved by the establishment of lands mortgage 
banks. Germany was the first to establish them. The principal 
on which such banks work is to ad^^ance on mortgages of properties, 
keeping sufficient margin for decrease in future value. The loans 
arc repaid usually by a fixed percentages every year which includes 
principal and interest repayments. Advances are made for long 
terms often for 50 to 70 years, so as to make the annual instalments 
as small as possible and thus easy of payment. The banks obtain 
funds for such advances by floating bonds in the market against the 
security of such mortgages. Limitation upon the total of such 
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bonds issued is generally prescribed by law which is ordinarily fixed 
at twenty limes the paid-up capital and reserve. To ensure public 
confidence valuation of properties, mortgages of which are assigned 
as security for the bonds, is checked by a Government Trustee who 
further keeps the mortgages on behalf of the bond holders. The 
bonds are purchased or retired as may be possible from the receipts 
of annual instalments. The land mortgage banks are permitted to 
carry on ordinary banking business also but they are required not 
to mix up such business with the long term advances. 

Special powers are given to such banks to take possession of the 
mortgaged properties if the annual instalments are not paid by the 
borrowers. But in view of the instalments being small, slightly 
exceeding the rate of interest, the experience of land mortgage banks 
is satisfactory and the borrowers very rarely fail to pay the 
instalments. 

VVe should have at least one land mortgage bank in each pi-o' 
vince. Its paid-up capital should be at least one crore of rupees. 
If the public is not able to take up the whole Capital the Provincial 
governments should take up the balance. The Federal form Loan 
Act of 1916 of the United States of America which governs similar 
institutions in that country required that government to take up all 
the capital that was not subscribed within thirty days of the opening 
of business of such banks. Also the American Government guaran¬ 
teed 5 per cent, interest on CapiUil of such banks for the first five 
years. Similar assistance should be promised to the Capital holders 
of the provincial land mortgage banks The Government has spent 
large sums of the Indian tax-payer in subsidising Railways in the 
past and it is not Ux) much to expect that similar subsidy should be 
extended to the shareholder** of the land mortgaged banks, specially 
when there is practically no chance of any loss on such subsidy or 
guarantee. 

The Provincial Land Mortgage bank should be federated under 
a board which should exercise co-ordinating and controlling influ¬ 
ences. The mortgages which form security for the bonds issued 
should be lodged with this board in the interests of the bond 
holders. Valuations should be verified by special officers appoint¬ 
ed for the purpose. As a rule 50 per cent, margin should 
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be insisted. The total amount of bonds should be limited to 
twenty times of the paid-up capital. The bonds should be 
recognized by Law as gilt-edged securities in which trust funds 
could be invested. Insurance Companies, banks and others re¬ 
quiring long term investments will go in for them. Land security 
is recognized as first class security in India and the stamp of the 
same on the mortgage bonds will make them popular. If necessary, 
conditions of lottery or prizes could be attached to such floatations 
in the beginning to make them attractive. The Credit Fonceir Dc 
Fiance, the land mortgage bank of France, can issue lottery bonds 
with the previous sanction of the French Finance Minister and there 
is no reason why such facilities should not be permitted in this 
country. To give further impetus to the issue of such bonds, the 
bank of issue can be authorized to make advances up to certain 
amounts on the security of such bonds and even invest their funds up 
to a certain limit in them even the security deposit can be permitted 
in such paper. Again a portion of the ‘*Bank Safety Fund" may be 
invested in this kind of security. When the American Government 
could go to the extent of purchasing two hundred million dollars of 
such bonds between the years 1918-21 it is not difficult to believe 
that at least the measures enumerated above to make bonds popular 
would be accepted. 

The land mortgage banks should be subjected to the control and 
examinations of the Government and the co-ordinating Board. 

INDUSTRIAL BANKS. 

The object of this class of banks is to provide long term credit 
to the Indian Industries. It is not possible that we can make satis¬ 
factory industrial progress without the introduction of such credit 
institutions. Examples of Germany and Japan show how quick 
and marvellous can be the industrial progress through the help of 
such credit. In Germany financial assistance to industries is given 
by the Commercial banks. They engage in what are called syndicate 
operations, i.e , a number of banks combine with others and form a 
syndicate to establish or work an industry. If the industrial proposition 
is not large a single bank may agree to give the whole assistance. 
Again banks there underwrite shares and gradually sell them off at 
a profit. But this activity on the part of the Indian Commercial 
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banks is neither possible nor desirable at this stage. The Tata 
Industrial Bank which tried to combine long term credit business 
with ordinary banking sadly failed in its efforts. We want an ins¬ 
titution of the type of Credit Mobilar (1852) of France on which the 
Industrial banks of Japan are based. They work on the same princi¬ 
ples as land mortgage banks, t.e.^ make loans for 15 to 20 years against 
the mortgage of Industrial as sets and float bonds in the market. They 
further underwrite capital stocks and subsequently sell them in the 
market. Such banks will be a great instrument in popularising the 
investment habit. 

There should be at least one industrial bank in each province 
and all such banks should be co-ordinated under a central board. 
The Capital should be at least one crore of rupees. As the detailed 
working, excepting the scope and the period of repayment, of the 
proposed industrial banks is of the same kind as that of the land 
mortgage banks we think it unnecessary to pursue this subject fur¬ 
ther. The description and the plan can be easily completed. 

LOCAL AND SAVINGS BANKS. 

If Municipalities and other kxal bodies are permitted to engage 
in savings bank business and side by side do pawn-broking business 
long felt needs of the }XK)rer classes would be met. Municipal 
banking has sufficiently advanced in Germany where it is doing very 
useful work. England has been opposing such banks mainly on the 
ground that such bodies do not possess adequate experience for the 
conduct of such business and further there is danger of deposits 
received by them being lirkecl up in Capital works and as non¬ 
liquid advances. These banks arc not expected to do Commercial 
or any high class or complicated banking and as such there is not 
much need of previous experience. They should mainly devote their 
energies to the accumulation of savings of poor classes which may 
be mainly invested in gilt-edged securities. In fact restrictions 
can be prescribed upon the percentages of deposits which can be 
used by the local bodies as finance for their Capital works or utilized 
as small advance to the citizens against the securities of jewellery, 
ornaments and the like which are accepted by pawn brokers. A 
guarantor could be appointed who would guarantee value of such 
security and thus not involve the local bodies into any loss* 

9 
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It may be mentioned that in spite of the English prejudice 
against municipal banking the Birmingham Municipal Corporation 
has started a bank which is doing useful work. 

The scope of post office savings bank could be widened by remov¬ 
ing restrictions on at least annual lodgements of deposits. Even 

the limits up to which savings could be accumulated with them 
should be abolished or at any rate increased. As a safe-guard against 
sudden large demand of withdrawals which may not be satisfied 
by small post offices certain minimum notice could be insisted upon. 
Also in cases where villages do not contain post office savings facili¬ 
ties, withdrawals, and Icxlgements at the nearest office should be pos¬ 
sible thiough the village postman. 

Cheque operations on the accounts kept with both the above 
types of savings banks should be permitted as is allowed in Ger¬ 
many. 

PRIVATE BANKS AND BANKERS. 

This does not require any special treatment. We have already 
a large number of such parties. They should, however, concentrate 
on one type of business and not mix trading with banking. The 
bill brokers in London are a very useful class and the same position 
could be (X'cupied by the private bankers in the Indian Banking 
System, 

There is, however, one important direction in which combination 
of private bankers and corjiorate banks offers great field both 
for useful work and profits. In Germany l>anks are sometimes 
registered on what arc known as Commandit ” principles. 
Besides, the responsibility of the Capital, the liabilities-of the bank 
are secured to an unlimited extent by the ])ersonal fortunes of some 
principal controlling officers of the bank who rank as private part¬ 
ners with the bank. Such personally liable officers have chief 
voice in the management, though of course they j^ay great regard 
to the advice of the directors elected by the shareholders. They 
contribute a portion of the capital as well. They are as a rule men 
of some substance and inspire confidence in the bank’s customers. 
They arc usually bankers with adequate experience and knew how 
to work banks on sound principles. They do not get any salary 
but receive 20 per cent, of profits after paying a certain minimum 
bum (usually 4 per cent.) as dividend to the stcx:k holders. 
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Certain percentage of profits is taken to Reserve until it reaches 
one-third of the capital. In the case of liquidation, if the surplus 
is intact one-fifth of the same is paid to such director partners. 
Any one of them can retire and sell his interests to others if the 
affairs of the bank do not disclose any necessity of falling upon 
his personal fortune and provided the substitute is acceptable. 
Such retirement is usually made on account of advanced age. Some 
of the biggest banks of Germany are working on the “ Commandit 
principles 

The organization of some banks on the above principle in India 
will introduce personal responsibility and personal factor in the 
management which will inspire great confidence, and thus help 
advancement of banking. Private bankers will also find in such 
undertakings chances for the use of their capacities as well as for 
profits. 

GENERAL. 

I have indicated broadly special measures necessary to construct 
Indian banking. There are a few more directions in which im¬ 
provement is necessary. Some of them are :— 

(i) Stamp duty on cheques and bills should be abolished which 
is hamjDering popularisation of such instruments. 

(«) Indian banks should not impose disabilities on vernacular 
signatures. 

(m) Hypothecation of sUxk-in-trade should be permitted to 
banks and for this hypothecation register may be kept, if necessary. 

(^V) There should be general co-operation between the banks 
both for safe-guarding their mutual interests as well for intnxlucing 
uniform practices. 

(v) An association of bankers like the Institute of Bankers in 
other countries should be established. 

(vi) There should be propaganda in favour of Indian banks 
both on the part of the public and the Government. The public 
bexlies like Congress, Conferences, commercial, and other similar 
associations should regard the advancement of banking as the 
first article of their faith. 

Owing to the importance and magnitude of the subject I should 
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have preferred to elaborate some of my ideas. But the limitations 
of space and time have prevented such detailed treatment. I, 
however, hope that I have indicated some of the lines on which 
solution of this difficult but all important problem is possible as 
well pointed the directions in which further study of the subject 
could be conducted. Investigations for the reconstruction work 
of this nature should be carried by a competent body which should 
go deep into the matter and suggest ways and means, if necessary, 
after visiting other countries and examining their systems and 
methods personally. The United States of America .hastened per¬ 
manent solution of its banking and currency iA)blems by appointing 
National Monetary Commission in 1908, report of which is a mar¬ 
vellous contribution to such literature ; and let us hope that our 
Government rises to the importance of the occasion and appoints 
some similar body to solve the problem of Indian Banking. Pro- 
ponderance of Indians and Indian interests on such a Committee 
is essential if any real and solid work in the national interests is 
e.xpcctcd ; otherwise, the result of its labours may be influenced by 
other considerations and be nf)t dissimilar to that to which we arc 
unfortunately so often accustomed. 
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By banking is commonly understood in India commercial bank¬ 
ing. Even the advocates of better banking facilities mean by the 
term, urban banking—including within its connotation the sphere of 
industrial (or large scale) banking. Mr. Preston, a member of the 
Hilton Young Commission, observed as follows, in the course of 
a review of Indian banking in the P'lnancial News; “For the 
time being her banking facilities appear ample for her reejuire- 
ments.” When in the Central Legislature a demand was made for 
a banking enquiry, hardly any stress was laid on the necessity of 
enquiring into rural banking conditions and facilities. This kind 
of omission is not at all surprising: the people -that talk of banks 
are the urban sections, figures are available only for commercial 
banks in urban areas, and the order of the day is “ He who cries 
most gets most ” That our population and profession is mainly 
agricultural is commonplace knowledge, but the fact that agricultural 
interests require detailed scrutiny and attention is most often for¬ 
gotten—and the rural masses are not articulate. It is proposed to 
give below an account of this side of the picture as seen during the 
recent Economic Survey of the Mysore Malnad, carried out in the 
early half of 1925. 

As will be clear from the details narrated in later paragraphs, 
it was found that the absence of banking facilities in the Mysore 
Malnad, a particularly rich rural tract—facilities to borrow on fair 
terms, and conveniences for the commoner to practise thrift and 
prudence and to invest bits of earnings laid by in reliable transac¬ 
tions—was the primary cause for the smallness of earnings. 
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generally speaking, and this was the real ultimate explanation 
for the predominance of social evils in that locality. In pro¬ 
duction, in exchange, and in distribution, the poorer classes 
stood to lose as slices of their shares were lopped off by the 
capitalist upper classes. Mr. Preston eulogises the part played by 
the money-lending class which pervades practically all rural areas 
even now, in the following word : “ While the commercial man of 
India of to-day likes to talk lovingly of the old fashioned Indian ban¬ 
kers—shroffs, mahajans and chettys—who still carry on successfully 
their old vocations, he at the same time is very apt unjustly to criti¬ 
cise what he terms their usurious mcthcxls and inhuman habits of 
bleeding the poor ryots. Rut when the risks are considered, which 
the banker of old took, he may not be held to be quite as bad as he 
has been painted. To their lasting credit, however, it must be 
admitted that they founded a clan—the banker caste—whose traditions 
have for over a period of centuries descended from father to son—a 
caste one of the most honoured in the land of India, and whose 
morality with very few exceptions was almost beyond reproach, and 
whose daily transactions, although there was never a written law to 
regulate or give protection, rarely showed a default.” Rut the cur¬ 
rent state of affairs, at any rate in the Malnad, is far from corro¬ 
borating this glowing account of Mr. Preston. There arc indications 
to show that such a state of affairs was prevalent scores of years 
ago, but to-clay it would hardly be an exaggeration to say that rela¬ 
tionships of lord and serf prevail as between sowcars and their 
debtors. No competitive conditions prevail : in fact every village 
or every group of villages is dominated either by one single sowcar 
or by more than one, among whom a degree of co-operation holds 
good, which bids fair to rival that of any modern combine. The 
dealings between the lenders and borrowers are so varied and com¬ 
plicated that to the superficial observer the whole thing looks like 
a joint-family affair where the younger members earn and spend 
according to their deserts, but leave the management and the 
accounting portion of it with perfect equanimity to the head of the 
family who manages the undivided properties. The analogy holds 
good with one crucial difference ; affection, if there was any before 
between the sowcar and his clients, is no longer there, and the 
biggest ambition of the creditor is to utilise all means for eternalising 
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the dependancc of the borrower on himself. In the Malnad tracts 
*‘vakkalii ' is the descriptive term used for debtor-tenant families— 
denoting hereditary service to the lender, that is, the landholder who 
is called “ wadiya " or lord or king. 

In determining the kind and value of security, the rate of 
interest, and the amount of default allowed the sowcars do not 
act according to any rules, but use their discretion in each case—the 
amount and degree of accommodation and default allowed depending 
upon the assets and ability of each individual borrower. * A very 
large number of heads of families who were interrogated on the 
question of their debts, replied that “ their debts were known only 
to their sowcars**. It may be thought that this statement is exagger¬ 
ated, but the writer of this paper has not had the least inclination 
or influence to exaggerate. Before the War, capital supply in the 
Malnad seems to have been plentiful and capitalists were solicitous 
in treating their clients fairly and kindly. Even now, old men of 
the locality recount tales of [)ast honesty and hospitality. But with 
the War, what with Government loans at higher rates of interest 
and higher prices and higher costs of living and higher wages, the 
demand for capital seems to have suddenly leapt up, and the sowcars 
naturally tried and are trying to adjust their own returns to the new 
conditions : the grab for profit in the M}'Sore Malnad is not less 
intense in intentions (though much smaller in scale) than in the 
most advanced industrial magnates of the United States of America. 

Debts arc of three kinds in the Malnad—on the security of labour 
(by one’s self or by recruitment), of standing crops and of agri¬ 
cultural land. Mortgage debt is generally held as the heaviest, 
but investigations showed that the incidence of debts on labourers 
was the heaviest. The burden of debts seemed to depend upon the 
size of the earnings of the population of the locality : at Naratur, 
a village with a population of 178, indebtedness of all kinds 
totalled up to Rs. 86,631-10-0 whereas at Mankanahalli (population— 
58) this figure stocxl as low as Rs. 600: the main crop in the former 
case was areca nut which was subject to a very high assessment and 
was costly in cultivation requirements, whereas the main crop in the 
latter case was cardamom—a crop which had leapt up in price from 
about Rs. 2 per seer, five years ago, to about Rs. 8 per seer, and 
on which assessment was very low. 
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A pernicious system of advances has grov;n up in the case of 
labour contracts—thanks to foreign planters who found it worth¬ 
while to look to agents or sen gars or maisthfies for recruiting and 
supervising labour, and to these enterprising recruiting agents who 
found money advances a wonderful bait for tempting coolies to bind 
themselves for service during the next agricultural season. No figures 
are available to show the total debt of either a province or a district, 
under this head; but it was found that advances made to individual 
labourers ranged between Rs. 30 and Rs. 100 per male labourer 
and between Rs. 20 and Rs. 50 per female labourer. This advance 
was generally swallowed up by some pressing previous debt, or if 
a coolie was so lucky as to be debt-free the poor man. would be 
usually incapable of withstanding the temptation to fritter it away 
before starting on his promised coolie work: he would either 
marry or drink away the whole amount in good company, or spend 
it in propitiating some revengeful god engineered by local gcxl- 
mongcr or rather the devil-monger. The number of labourers who 
invest such sums in buying new land is very small. Out of sue h 
advances about ten per cent, is discounted by the scregaf\ and in 
addition to this heavy '‘cai)ital levy” there are two other burdens 
which fall on the agricultural labour class on account of their debts : 
firstly, he loses the freedom to work where he could get the wage 
(having committed himself through the acceptance of the advance) 
and secondly, the small wage (which ranges between 3 and 6 annas 
tor men and 2 and 4 annas for women, coffee and tea estates being 
the best paying places) which would of itself be insufficient to 
ensure a healthy living to the coolie, dwindles into an inconceivably 
small pittance of between 12 annas and one rupee per week, after 
the deduction of the instalment towards the advance made. And 
this is not the place for detailing the woeful effects of this on the 
standard of life ot the coolies as a class : disease is rampant among 
them on account of insufficient power of resistcnce, and infant 
mortality is very high : a pathetic reply the writer got from a 
coolie woman was ‘‘who remembers that silly thing when asked 
as to how many children she had borne: the fact was that 
she had a large number of conceptions, but all the children had 
died before reaching one year of age. This impossible wage is the 
cause for the appalling dietory of the coolie classes and for the 
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prevalence of immorality among a large number of the womenfolk. 

The relations between landlords and tenants were equally 
dismal. Interest to be paid on loans by tenants went up to 55 
per cent, (including penal rates, but practically all tenants were 
defaulters on account of their small earnings and the heavy 
collections made at the harvest season by the land-owners). 

Among the protective measures that have been taken by the 
Mysore Government for the benefit of the tenants and the estate 
ccK)lies, may be cited a working rule that the implements, minimum 
utensils and clothing and corn and hut necessary for the tenant’s 
life should be treated as exempt from liability to attachment under 
the decree of any court of law. Advances entailing too heavy weekly 
deductions out of the weekly wages and consequently a sub-marginal 
wage, have been prohibited, and the coolie has a right to refuse 
paying extra-heavy instalment. But in actual practice these rules 
are not being enforced generally—the lender class exerting a greater 
influence on the administrative officials. Certain concessions have 
been offered for Moplah settlers to colonise the vacant fields of the 
Malnad, but there is not much prosjiect of the ('oncessions being 
valued and utilised. 

Such relations between the em[)loyers and seregars and the 
labourers, the maladjustment between the supply of and the demand 
for labour (there are gocxl many local labourers who do not find 
employment all round the year for various reasons), the enormously 
growing difficulty of finding enough labour to do agricultural and 
other work, the serious effects that have been wrought on the health 
and morale of the labourers as a result of the malpractices of 
unscrupuluous seregars^ the absence of extradition facilities in some 
parts in order to secure justice to employers, the more regrettable 
absence of thoroughgoing labour Igislation—all these do call for 
urgent and radical action by our Governments. It is very necessary 
that Labour Departments should be organised, the prominent 
among the aims of which should be to serve as Employment Bureaus 
with the advancing business entirely in their hands. 

The central fact with regard to debts secured by the standing 
crop is that the ryot, a few months after the annual harvest (out of 
2®9 »ii3jOOO acres cultivated in India during 192223, only 
10 
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38,118,000 had more than one crop sown upon them), finds himself 
under a compulsion to borrow for meeting household and agricultural 
working expenses. Two reasops for this sort of poverty are his 
heavy mortgage debts which eat away a good bit out of his produce, 
and his sale of (or undertaking to sell) the previous year's crop 
in anticipation. The Survey of the Malnad clearly showed that 
a powerfijl cause for the poverty of the agriculturist was his sub¬ 
jection to a clandestine trade organisation treating him unfairly at 
every possible point. The Malnad is famous for its areca nut 
(supari), but the areca garden owners arc becoming impoverished 
mainly because the trade between them and the mundy (wholesale) 
merchants at Shimoga has been going on all to their disadvantage: 
the areca grower universally wants advances months before the crop 
is realised, and the trader readily accommodates him on the under¬ 
mentioned conditions. Firstly, the borrower should pay one year’s 
interest at 12J per cent on the amount borrowed whatever might be 
the time between the date of borrowing and that of the next crop. 
Even if the loan is taken in J uly and repaid in October, the payment 
must be of one year's interest. Secondly, the debtor must deliver 
all his produce (except what is required for his domestic needs) to 
the particular lending sovvear. The legal weight of one maund in 
those tracts is 1,056 tolas, but as a rule the merchant takes the areca 
to his custody at 1,080 tolas per maund, this heavier rate being in¬ 
sisted upon as varihakasaluvali (mercantile rate). Thirdly, for 
every 100 maunds delivered the ryot has to add thalarashi or 
labhasere (allowancefor dirt and waste or for “ handful for profit”). 
Fourthly, it is left to the merchant to sell the produce at any time he 
chooses, the rate allowed by him to the ryot at the end of the season 
being at least one rupee less per maund than the average market 
rate. This rate is called seemedharane (the general rate in the 
land), Calculations show that when areca sells at Rs. 11 per maund, 
the ryot who delivers 100 maunds to the mundy merchant is credit¬ 
ed with about Rs. 971-8 0 instead of Rs. 1,100 This charge which 
he bears works out to about I2| per cent. Add to this the interest he 
has to pay on the debt he incurred the previous year (the number of 
instances where the loan amount almost completely covers the next 
season's crop, are ominously increasing), the real rate of commission 
paid by him to the merchant works out at much more than 25 per cent, 



RURAL BANKING ORGANISATION ^ 0 $ 

the 12I per cent, less being for his entire crop, and the expenses of 
carting the produce to the merchant's place (often scores of miles 
away by bad road) being the ryot's. The use of weights heavier 
than declared, still in practice in many wholesale shops, has been 
omitted in this calculation. 

Cardamom, another important crop of the Malnad, is subject to 
similar opperssion at the hands of the capitalist-merchant class: 
money is advanced on the security of the standing crops by tour¬ 
ing Moplah merchants or their agents, and by 3 or 4 Manjarabad 
•‘companies *' (that is, shops dealing in the respective commodities) 
which are financed by the merchants from Haveri (in the Bombay 
Province) who have practically monopolised the entire trade. The 
writer, in the course of the investigations, found that while the 
market price of cardamom in 1925 was between Rs. 100 and Rs. no 
per mannd, the rates at which the cardamom growers contracted 
away their crops in return for advances received were between 
Rs. 75 and Rs. 80. In many cases where Moplahs had made advances, 
the contracted rate was found to be as low as Rs. 55. At a liberal 
estimate the expenses for taking the cardamom to Haveri and 
bleaching it there, amount to Rs. 5 per mannd, and the loss borne 
by the advance receivers is here again at least 25 per cent, of the 
market value of their crops. And all this owing to lack of good 
banking organisation on modern lines. 

Absence of competitive conditions and a lack of capital supply 
for short terms characterise even other crops. In the case of paddy 
growers advances entail 5 per cent, commission {dallali) to the middle¬ 
man, another 5 per cent, discount deducted by the lender, and the rate 
at which paddy goes off at the next harvest turns out to be at least 
10 per cent, lower than the market rate, not to speak of interest rate 
which is at least 12 per cent. Several instances were found where 
needy farmers pawned small gold trinkets with niarivaris for small 
loans at 52 per cent, rate of interest; and in a good many of them the 
borrowers, not being able to reclaim their gold on account of their 
poverty, and not possessing the common sense to sell off where it 
was impossible to release, forfeited, not theirs, but their women's all 

It appeared as a result of the investigation of such facts and 
phenomena, that to help the rural masses in getting their own, and 
thus to augment their present pitiable earnings, to help them in 
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raising their standard of living and thereby their efficiency and 
optimism, an important step to be taken was the organisation of 
Central Co-operative Selling Syndicates. An attempt has been made 
in Hyderabad to prevent unfair prices being realised by cotton 
growers, by fixing up a Bombay firm for the purpose of receiving 
cotton from Hyderabad ryots, selling it honestly and crediting the 
owners with actual prices after deducting a small commission 
sanctioned by the Hyderabad Co operative Department. But in 
practice this arrangement has not yet become popular. The ryots 
have no sufficient perception and initiative, and it, therefore, lies 
with local Governments to put up special officers in suitable agri¬ 
cultural areas in order to form such Syndicates and to teach the 
ryots the benefits of co-operative sale, by actual working. The accom¬ 
modation that ryots want in this connection is of a short term 
character, and it should be easy for the special officers to arrange 
for such accommediation with existing commercial banks—the accounts 
being cleared off automatically during the harvest season. Calculations 
show that such Syndicates would not only pay the entire establish¬ 
ment charges from the very beginning, but also permit the 
accumulation of a useful Reserve Fund. 

Debt on the security of land is a much more complicated affair: 
the duration ai an average debt in this case is much longer—in the 
very nature of the case the loan secured by land must run for a 
comparatively much longer time, if the debtor should repay out of 
his earnings and not by selling his land The following figures 
with regard to the value of land mortgages in two Taluqs tend to 
show that somewhere about 1919-20 the demand for capital loans 
(mostly f(T consumption purposes—thanks to the steep rise in 
prices and a succession of lean years) on the security of land was 
very great but gradually subsided as the year 1925 approached 

TOTAL VALUE OF LAND MORTGAGES IN 

Thirthahalli Talnq Manjarabad Taluq 


Year 

Rs. 

a. 

p- 

Rs 

a. 

p 

1915-16 

152,700 

5 

I 

96,423 

10 

3 

1916-17 

168,390 

2 

0 

60,492 

14 

0 

1917-18 

178,257 

0 

5 

75,380 

2 

s 
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Thirthahalli Faliiq Manjarabad Talaq 


Year 

Rs. 

a. 

P 

Rs. 

a. 

P 

1918-19 

263,129 

12 

11 

64,307 

0 

0 

1919-20 

262,815 

4 

9 

79,786 

12 

0 

1920-21 

175,313 

8 

7 

136,540 

8 

1 

1921-22 

190,094 

15 

II 

120,448 

2 

8 

1922-23 

175,172 

3 

4 

86,143 

0 

0 

1923-24 

107,532 

12 

10 

109,973 

0 

0 


(The rise of the value of land mortgage loans in Manjarabad 
Taluq during 1923-24 must have been clue to the phenomenal rise 
in the price of cardamom and the consequent demand for increased 
productive loans). 

In the case of land mortgage debts the ordinary co-operative 
societies cannot help on account of the short time within which the 
principal must be repaid without any consideration as to how much 
time the investment requires to fructify In any scheme of 
rural development land mortgage banks must, therefore, have 
a prominent place. Yet, till now, it is only in the Punjab and in 
Madras that some attempt has been made to float such institutions. In 
the Punjab the Jhang Mortgage Bank is being worked under the 
Co-operative Societies' Act itself. In Madras, they have begun with 
four (now about to be increased to six) village banks in important 
agricultural areas as nn experimental measure In Burma funds 
have been reserved by the legislative council for starting district 
banks in every district, but no definite scheme has yet been 
adopted. In Mysore two resolutions of the Legislature, a number 
of interpellations and petitions, a Report by a Co-operative Com¬ 
mittee presided over by Mr. (now Sir) Lallubhai Samaldas, an 
Ecnomic Survey of the Malnad, a Report by a Special Committee 
presided over by the member of Government concerned—all these 
have as yet produced no results. T he Mysore Government 
repeatedly accepted the advisability and desirability of these banks, 
yet no action has been taken. 

It should be well worth the trouble to discuss the causes that 
have been responsible for such procrastination dn a matter of 
such national economic importance. “ Will the debenture bonds 
issued by the land mortgage banks find buyers ? ” is the prime 
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doubt in the minds of the arm-chair speculators. The extremely 
complicated nkure of the Hindu and Mahomedan laws of inherit¬ 
ance, tlie comparative absence of competitive conditions in rural 
parts with regard to the sale and purchase of agricultural land, 
the fact that the majority of indebted landholders are over-burdened 
and thus cannot be assisted by any business institution without 
great risk—these and other factors are enumerated as justifying 
the doubt. Some of the steps to be taken for helping the over¬ 
burdened landholders have been referred to above, but the other 
impediments arc not insurmountable. The maintenance of a 
Record of Land Rights must remove the first difficulty, and 
the very influx of additional capital into rural parts through these 
banks must help in reviving the influence of the element of competi¬ 
tion. But such reforms and changes take time, and to begin with 
the one absolutely necessary condition for adequate response from 
capitalist quarters is guarantee of interest, say, at 6 per cent, in the 
beginning, by the respective Goverments, on debenture bonds issued 
by the banks. 

There have been differences of view with regard to the agency, 
which should manage these banks. Should the co-operative depart¬ 
ment be in charge, or the revenue department, or should there be a 
separate organisation presided over by a registrar of land mortgage 
banks ? Land mortgage loans are of a special kind spread over a 
decade or two, sometimes even more. Land banks would naturally 
have to be vested with special privileges with regard to summary 
powers of foreclosure and treatment of debenture bonds as negotia¬ 
ble instrument, so that convenient amounts of public and trust 
funds might be invested in such bonds; and tor such separate 
treatment and kinds of business a separate organisation other than 
the co-operative department seems to be advisable. Few would 
seriously adv(x:atc the administration and supervision of these banks 
by the revenue department to-day. About a score of years ago the 
Mysore Government tried to work agiicnltural banks through this 
department but met with almost complete failure. Oppression and 
corruption would have special opportunities to flourish in the ranks 
of revenue officials. Should these banks be of a local or district 
type } In Madras they have started with local banks, but the areas 
selected are flourishing ones where agriculture is not only paying but 
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is yielding good profit Competition in those areas is keen. In the 
generality of cases such a high level of efficiency or prosperity 
cannot be expected. Secondly, it is only a few of the many indebted 
occupants that can be helped m any one area. For these reasons 
banks of a district type must be suitable to begin with. Some 
suggest membership of such district banks to be open both 
to individuals and to primary societies (to be formed), but for 
some time to come it does not appear to be wise to admit societies 
as members. Individual membership means more definitely located 
responsibility, greater facilities for estimating and inspection, 
easier conditions for banks to take prompt steps for foreclosure, 
etc. We are yet far, far from the time when our average villagers 
will be able to run a land mortgage bank—one for each village or 
even for a small group of villages. 

It is the smaller land-owner that needs government attention and 
help much more than the large land-owner. The latter has already 
certain facilities. For example, through the Court of Wards an 
estate ('an get accommcxlation from the Imperial Rank of India. In 
the matter of assessment, etc., several Governments in India have 
offered considerable facilities and concessions to large landed estates. 
Therefore, it is very necessary that the minimum loan issuable by 
such banks should be within the reach of small land-owners. A 
hundred rupees loan would be quite reasonable. The Committee 
appointed by the Mysore Government have suggested Rs. 500 to be 
the minimum loan issuable to individual members Such a figure would 
almost defeat the very purpose with which such banks should be 
started. Two other conditions for success, nc^t sufficiently appreciated 
by bodies dealing with this question, are firstly, the exclusion of the 
absentee landlord from the benefits of these banks, and secondly, the 
reservation of 25 per cent, of the loan sanctioned, wherever the loan is 
required for redemption fiom prior debt, for payment during the 
next agricultural season 

The history of land mortgage banks in Germany, F*ranee, Russia, 
Kgypt, Japan and the U. S. A., shows that nowhere have land 
mortgage banks proved failures, and that Government aid in all 
those cases was free and full. Even in the Saroda State the 
Committee on the question have recommended the establishment of 
one I.^nd Mortgage Bank for the whole State, and among measures 
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of Government aid proposed are Government purchase of Rs. 4 
lakhs worth of shares, Government underwriting of ten lakhs of 
rupees worth of debtenturc bjnds, Government guarantee of interest 
and face value of the bonds, Government assumption of the expendi¬ 
ture of management for the first five years, exemption of bonds 
from income-tax and stamp duty, and their registration as negotiable 
instruments. These proposals are very suggestive and deserve 
careful consideration by other parts of India about to inaugurate 
similar institutions. 

An oft-heard objection against the proposals made in the foreg<v 
ing paragraph has been that Governments cannot do everything, 
and that the people should realise the importance of co-operation 
among themselves and with the Government This objection seems 
to be the product of insufficient knowledge of the actual conditions 
prevailing in rural areas. Many Government officers who have 
necessarily to come into close touch with the population know the 
deplorable state of affairs, but publicity has not been given to their 
opinions in accordance with the maxim “ Let the sleeping dog lie”. 
How far a Government should pioneer in the matter of social pro¬ 
gress must depend, not only on its own resources (which are and 
must be largely adjustable to needs) but upon the prospect of 
s(x:ial improvement: at a stage where, on account of causes which 
arc too numerous to be enumerated here, the masses show no 
inclination whatever, speaking as a whole, to realise their own 
economic conditions and to stir themselves up for bettering them, 
the two alternative policies that lie before Governments in India 
are, first, to continue calmly—expecting Nature to rescue the nation 
from its troubles—and thus let alone the real population to con¬ 
tinue on a level, for decades to come, with people in Abyssinia, or 
Zanzibar, or secondly, to take lesson from advanced Governments in 
Europe and America and accept the position that for scx^ial advance¬ 
ment the Government as well as the population are responsible. In 
such an important matter as the spread of an efficient banking 
organisation in rural parts of India Governments must also see that 
some waste of funds in the beginning is inevitable. A powerful aid 
to rural development would be the devolution of powers to local 
bodies : in this respect, the Village Panchayat Act and the District 
Boards Act of 1926 in Mysore have a good deal to suggest. 
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Indigenous banking decried. 

Even since 1770, when the first bank on European lines came to 
be established, down to our own days, indigenous bankers have come 
in for more than their share of abuse. “What India requires is an 
act written not with a g(X)se quill dipped in milk and water but with 
an iron pen dipped in the blood of the Mahajan ” says Sir Daniel 
Hamilton. The old files of the Calcutta Gazette during the last 
quarter of the eighteenth century similarly speak of “tricks in raising 
the batta” (') and “Combination of moneyed harpies" (“). The records 
of the Government of the time are also full of similar remarks against 
indigenous bankers. When Cornwallis prohibited the Company’s 
servants from serving as directors of the General Bank of India, the 
first Bank with limited liability started in India 0 , the Chairman 
of the Bank protested by pointing out how the Bank had helped 
commerce “by opposing the whole power of its Capital and weight 
and influence as a Barrier against the usurious oppression of Native 
Shroffs and Money-lenders, which had so long been practised with 
impunity to the manifest Injury of public, and utter annihilation of 
private Credit” (*). The Government of the time also did not spare 
the indigenous bankers in their official commtinications. To give 
only one instance, in the course of the latter outlining the scheme 
for the Ba nk of Calcutta, which was subsequently developed into the 
Bank of Bengal, it is slated:— “At present they (merchants) are 
exposed to the exactions of persons who make the purchase and sale 
of specie a matter of traffic; who purchase it up when it is abundant 

(1) Calcutta Gazettey April lo, 1788. 

(2) Calcutta Gazette,, Febiuary 28, i 788 . 

(3) For an account of this bank» see Early European Banking in India by the 
writer of this article. 

(4) Letter from Mr. Lambert to Cornwallis, dated Decembei 3, 1789, quoted 
in O, C. December 4, 1789, November 12, in the Imperial Record Olfice, 
Calcutta. 

ll 
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and bears no extraordinary value, and then withhold it from circula¬ 
tion until the necessities of the merchants and others compel them 
to purchase it at any rate for remittances for which the local currency 
of Calcutta cannot be used'’ (®). 

Chaos in Currency. 

If the truth must be told, the indigenous bankers were then as 
now more sinned against than sinning. The hatta charged by the 
shroffs was due not so much to their intrigues as to the chaotic state 
of currency. With the break-up of the Mughal Empire after the 
death of Aurangzib, every adventurer assuming independence, began 
to strike coins as the surest and easiest sign of sovereignty. The 
normally favourable balance of trade brought to Bengal all these 
diverse coins in different stages of debasement. Gradually these 
coins became the established currency in the different districts of 
Bengal. To make matters wors^, the Government from the time 
ot Clive onwards till the end of the i8th century made repeated 
attempts at bimetallism, in which gold was over-valued in terms of 
silver. Apart from this, there was the difficulty of transport, making 
the remittance of specie costly and insecure. It is no wonder, there¬ 
fore, that the rate of inland exchange had to be high. 

A historical parallel. 

There is an interesting historical parallel to this. Just as Bengal 
was the province of greatest commercial activity in India during the 
latter half of the eighteenth century, so was Holland the most 
important trading country on the continent towards the end of the 
sixteenth century (‘^). Foreigners bought in Amsterdam goods 
carried from all parts of Europe and the Far East, and paid not only 
for the goods but also for the services of the Dutch shipping. These 
visible and invisible exports had to be liquidated by the import 
of coins from all parts of the world in different degrees of debase¬ 
ment. Coins of full weight began to disaj^pear and could be brought 
out only by payment of a high premium or batta, in terms of light 
coins. The authorities, however, were of opinion that heavier coins 
were thrown out of circulation by the nefarious practices of the 

(5) Letter from the Secretary to the Government to Mr. J. W. Sherer C. S., 
the first Secretary and Treasurer to the Bank of Calcutta, dated February 27, 1806 
quoted in G. P. Symes Scutt’s History of the Bank of BengaL 

(6) The first modern Bank of India was established in Calcutta. 
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bankers of the time. ‘‘By the statute of July 15, 1608, the business 
of deposit holding was absolutely prohibited, and the receiving and 
paying out of money for another person, or its transfer by writing or 
by word of mouth, directly or indirectly, was forbidden under a 
penalty of twenty-five per cent, one-half to be levied upon the banker, 
and the other upon the custo.mer*' (^). 

Different classess of indigenous bankers. 

The action taken against indigenous bankers by the Bengal 
Government was never so drastic as this, although it was often more 
barbarous In his letter, dated March 16, 1789, Mr. Motte, the 
Superintendent of Police, described how he carried one “Govinram 
Poddar to the Burrabazar, and with tom-tom declared his crime** (®). 
Not only were “crimes’* discovered in this way, but one class of 
indigenous banker was often sought to be vicariously punished for the 
misdeeds of another. For although the main functions were the same, 
certain classes laid more stress on one set of banking functions 
rather than on others. In these days of general insecurity, people 
were obliged to keep guchhits or deposits with banking houses as 
the only places of safety. But those deposits might be employed 
locally or elsewhere—locally cither for loans or money—changing, 
elsewhere cither in remittance or in financing of trade. Thus there 
might be mahajans or merchant-bankers and poddars or money 
changers on the one hand, and shroffs or bill-brokers on the other. 
Apart from these, who carried on banking-cum-trading mainly with 
other people*s money, there were people who could not be called 
bankers in any sense of the term,—mere baiiias or village money-lenders, 
who traded with their own capital, dealing mostly in grain, making 
advances in grain and getting return in grain. Their operations 
were quite distinct from those of mahajans and shroffs^ who had a 
closely knit efficient organisation which excited the admiration of 

Cooke even in 1863, who says :—“.the Indian bankers.... have 

estaffctlcs or special couriers of their own, which seldom fail in 
conveying information long in advance of Government mails.... 
The native Bankers arc patterns of Commercial Morality. The 
dishonouring of a hoondee is an event of rare occurence with them. 
They transact business with each other, and with their constituents, 

(7) Dunbar’s Theory and History of Banking (2ncl edition) pp. 97—98. 

(8) See Economic Journal (London) for March 1925, p. 52. 
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with a total disregard of those forms which English commercial men 
deem requisite, and without the aid of which, indeed an English 
house of business would scarcely be secure’' (°). 

The system highly developed in pre-British times. 

Indigenous banking was in a much more flourishing condition 
before the advent of the British. No royal court in Mughal times 
was complete without a state banker, who was often invested with 
the powers of a minister. The house of Jagat Seth was the heredi¬ 
tary banker to the Nawabs of Bengal. The founder of the house 
was a Marwari Rajput, who came from Jodhpur and settled in Patna 
about the year 1695. His eldest son Manik Chand became the 
banker to Diwan Murshid Quli and was entrusted with the remit¬ 
tance of the Imperial revenue to Delhi. In 1715, he was given the 
title of Seth or “banker”. His nephew and adopted son, Fateh 
Chand, was given the hereditary title of Jagat Seth or “banker of 
the world” by Emperor Farrukhsiyar(^^)as a reward for service ren¬ 
dered before his accession to the throne. The height of the prosperity 
of the house was attained at the time of Mahtap Chand and his 
brother, the two grandsons of Fateh Chand. “Their riches were so 
great that no such bankers were ever seen in Hindustan or Deccan ; 
hor were there any bankers or merchants that could stand a compari¬ 
son with them all over India. It was even certain that all the 
bankers of their time in Bengal were either their factor or some 
of their family.” Their wealth may be guessed from this only :—“In 
the first invasion of the Marhattas, and when Moorshidabad was not 
yet surrounded by walls, Mir Habib with a party of their best horse, 
having found means to fall upon that city before Aliverdi could 
come up, carried from Jagat Seth’s house two crorc (*') of rupees in 
Arcot coin only, and this prodigious sum did not affect the two 

(9) The loans by indigenous bankers were all “Clean” loans but the early 
European Banks wanted security against their advances. This was made a griev¬ 
ance of in Mr. Cockerell’s minute of dissent to Harris Committee of 1787, which 
ascribed the tntta to the loan policy of the General Bank of India 

(10) Selections front the unpublished Recoris of Government (1748*1767) by 
the Rev. J. Long, (1869) Vol. I, p. 579. 

(11) Three lacs of rupees according to Stewart, 

(12) A not rupees were originally coined by the Nawab of Arcot in the 
Madras Presidency, Subsequently this piivilege was granted to the English, French 
and Dutch Ea.st India Companies. Weight of the coin varied from 171 to 177 
grains and the quantity of fine silver from 160 to 170 grains. During tlie prolonged 
campaign of Aurangzib in the South Imperial revenues had to be sent in Arcot 
rupees, the current coin in that part of India. 
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brothers, more than if it had been two trusses of straw. They 
continued to give afterwards to the Government as they had done 
before, bills of exchange called dtirsunnis of one crore at a time'’. 
It was Jagat Seth who was instrumental in the over-throw of Nawab 
Siraj-ul-Dowla and the setting up of Mir Jafar as Nawab. When 
he visited Calcutta in 1795, the English entertained him at a cost 
of Rs. 12,000. 

Causes of decline of indigenous banking. 

What were the reasons that led to the fall of a great banking 
house like this and of all indigenous banking houses generally 
The most important reason was the gradual transfer of trade, both 
inland and foreign, to Europeans, who naturally desired to deal with 
their own banks, and before the banks were set up, with the great 
Agency Houses. These banks again by issuing notes alleviated 
the currency difficulties to a remarkable extent. For instance, 
when the General Bank of India was first started in 1786 there 
was a discount of about 25 per cent, on Company's papers. In three 
years, the papers came to be sold at par , mainly as a result of 
the holding of Government securities against the notes issued by 
the General Banks and also by the other two banks then in existence. 
Another reason for the decline of indigenous banking and the rise 
of European banking was that the former did not operate in foreign 
exchange a business essential to foreign trade. Apart from this, 
there were some general causes at work, affecting all economic 
activities of Bengal during the early years of the British rule. At first, 
the East India Company were in power but without any responsibili¬ 
ty for peace, order and gocxl government. The result was anarchy, 
oppression and misrule, which demolized many economic structures 
of Bengal. When the time for reconstruction out of the debris 

came, the old structure had to be changed in view of the altered 
circumstances. 

But it still had important functions. 

But it must not be supposed that indigenous banking fell like a 

(13) i.e f inland bills of exchange written in vernacular payable at sight. 
Muddatis or usance hunclis w'cre also used for the purpose of remittance. 

(14) Sir Mutaghenrh Cambridge Edition, Vol. II, pp. 4S7-8. 

(is) It was announced in the CahiHta Gazette of October », 1789 that Com¬ 
pany’s bonds had changed hands at par on the previous day. 

(16) Even a European bank like the Bengal Bank not under the aegis of 
an Agency House did exchange business. See Cahutta Gazette of April 14, 1791. 
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house of cards before this impact of the West upon the East. For, 
it performed many valuable functions, which were beyond the scope 
of European banking. The imperative necessity for money-changing 
in those times of currency disorder has already been mentioned. 
This business was no less complicated and no less important than 
dealing in foreign exchange. Another function of indigenous bank¬ 
ers was remittance of funds, for which early European banks were not 
at all equipped, having no branches in the MofussiL How important 
this function was in those days of general insecurity and difficult 
transportation may be judged from the fact that Warren Hastings 
had to start an indigenous bank under Government patronage 
in 1773 for the purpose, although the Bank of Hindustan 
had been in existence for more than three years. The object 
is explained in the following circular letter to the Residents in 
the Mofussily dated April 23, 1773 : We have for some time 
past had under our deliberation the scheme of establishing a general 
bank in Bengal and being persuaded that the measure will prove of 
the greatest utility and convenience not only to the Company in 
drawing the receipts of their revenue from the out districts to the 
presidency but also to private oierchants in making their advances 
to the aurungs and otherwise in facilitating and rendering 
secure the course and circulation of their trade, we have determined 
to adopt it”. The Regulation appended to this letter laid down that 
there was to be a head office in Calcutta with branches in every 
district of the province. These branches were to exchange rupees 
of every discription into Siccasy the standard coin of the country, at a 
stipulated batta and to remit Government balances to Calcutta at 
the following rates:— 


Hoogly 

Nuddea 

Jessore 1 
Burdwan j 

Midnapore 

Bcerbhoom ^ 
Bishnupur \ 
Moorshidabad J 


2 days from Calcutta, at 2 as, per 

4 >» »> >> >> »» i» >» 

5 » » »» » >> f} 

^ » 9t >> ff ff f) ff 

^ >» J) jj >> If 


(lay is 

ff ff 

ff ff 


(17) Places where goods are manufactured ; depots for such goods. 

(iS) For other details about this hank, See the History of Midnapoft\ 

by J. C. Price (1876) Vol. I, pp. 2iO’2o6. 
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10 days from Calcutta, at 2as. per clay is \\% 
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» » »> » *» » M 

European Banks adopt indigenous banking procedure. 


Rajmahal } ” ■■ 

Dinagepore\ , 

Purnea j ” ” 

Rungporel « 
Boglepur j ” ” 


This bank did not prove a success and was in fact short-lived. 
But the attempts subsequently made by European banks to transmit 
funds met with no better results, although they tried to combine, 
as far as possible, the methods of indigenous bankers with the pro¬ 
cedure for European banking. In England Post Bills were first used 
on December 14, 1738, for the purpose of remittance as a precau¬ 
tion against highway robberyf®). If notes were sent, they could, 
be cashed by robbers before their payment could be stopped at the 
bank concerned. If, however, seven-day sight bills were sent, intima¬ 
tion about the robbery could reach the paying bank in time and 
encashment thus prevented. They were drawn “sola” and were pri¬ 
marily intended for remittance and not for loaning. But the early 
European bankers introduced Post Bills on the model of Muddati 
or usance hundis, with Khokas, paits, parpaits, and Mejurnamas 
all complete (’"). This will appear from the form of the Post Bill 
which the Bengal Bank wanted to use for remitting funds from 
Calcutta to Bombay (®‘):— 

(19) Gilbert’s Banking, edited by E. Sykes, Vol. I, pp 412. 

(20) For forms of these, see Early European Bankimf tn Indm. 

(21) For full details about this transaction, See OX, July 4, 1786, No. 22, 
and T. P. 1693-8, July, 1786 in Imperial Kecoid Office, Calcutta. 
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“ No. Calcutta 

To be filled up 
Bengal (Sic) or 
Persian with the 
value of the Bill. 


Our second 
and Third of 
same tenor and 
date being unpaid. 


Bengal Bank Post Bill. 


At thirty days sight we pro¬ 
mise to pay this our First 
Bill of Exchange to the Hon’ 
ble the Governor and Council 
of Bombay or order Current 
Rupees value received of 
the Hon. John Macpherson, 
Esq., Governor-General and 
Council of Bengal. 


For the Bengal Bank 
B. Mee”. 


Remittance by indigenous bankers. 

Inspite of this adaptation to indigenous methods, the Post Bills 
of the Bengal Bank (**) and the General Bank {**) did not circulate. 
But the rcmitunce through the agency of indigenous bankers was 
also difficult and sometimes un.safe. For instance, we find the 
following letter addressed by the Revenue Chief of Bihar to the 
Committee of Revenue, dated April ii, i7Si(“'’) :—“ Not being able 
to procure good and secure bills through the shroffs at Patna for 
so large a sum (Rs. 3,07,759) I am under the necessity of remitting 
the balance of my treasury in specie ”. But this course was very 
costly, for communications were difficult and robberies quite fre¬ 
quent. Unfortunately, there was no help for it. For on more than 
one occasion, the drawees of bills defaulted and the full amount 
could not be recovered by the Government. For instance, in July 
1780, when the house of Ram Cham Saw and Gopal Churn Saw 
dishonoured a hundi drawn on them, only Rs. 40,389 could be 
realised out of the full amount of Rs. 53,619. In September of the 
same year, another loss was sustained by the Government (*®). 

Importance of indigenous banking. 

Although fallen on evil days in common with other indigenous 

(22) Pp. 820 et seq.» Feliruary 1787. 

(23) Pp. 2224-29, June 1787. 

(24) Prof, J. C, Sinha’s Economic Annals of Bengal, Chapter III. 

(25) £ar/y Rtvenue Administration in Bihar (1894), p. 69, 
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banking houses, Jagat Seth remained opulent enough as late as 1788 
to tear a bond for Rs. 3 lacs executed by Muhammad Reza Khan, 
in return for kindness received from him ("®). Although financially 
much worse than before, the indigenous banking houses provided 
ample banking facilities to the countr}\ For we find the following 
sentence in the minute of the Governor-General-in-Council, dated 
December 2, 1792, in which he considered the application for assist¬ 
ance made by the Bengal Bank and the Bank of Hindustan when 
they were in difficulties as a result of the fall of Coimbatore (*^). 
“ We (the members of the Council) are.».. far from meaning to 
contend for the utility of such Institutions (/. European banks) 
in a society circumstanced as this is—that being a point, at the least, 
very doubtful This shows that European bankers were then 
quite superfluous however much they might malign the indigenous 
bankers. In fact as late as 1830, the latter “constituted by far 
the richest people of Bengal and Hindustan and the countries 
appertaining to the Presidencies of Madras and Bombay ” (^^). Even 
in i860 Cooke describes them as “ possessing extensive credit 
throughout the country and comprising some of the most honoured 
names in Indian Society (®®). 

Indigenous banking and currency inquiries. 

The importance of indigenous bankers was so great that their 
views and their ways had to be considered by every Currency 
Committee and Currency Commission, which has sat ever since 
1787. The Committee of 1787, enquiring as it did into the 
problem of batta^ had naturally to examine different classes of indi¬ 
genous bankers like Shroffs and poddais. The next inquiry was held 
in 1866 by the Mansfield Commission to consider the result of the 
introduction of the papar currency, which sent a detailed question¬ 
naire to Officers-in-Cbarge of various Treasuries all over the country. 
Of the 32 questions sent in this way $ refer to Shroffs, These and 
their replies are given below to show how far indigenous banking 
instruments were affected by the State paper currency :— 

(26) Calcutta Gazette of July lo, 1788. 

(27) O, C.» December 2, 1791. No. 18 ; pp. 3891—3899. 1791. 

(28) Cooke’s Risey Progress^ and Present Condition of Banking in India ( 

(29) Ibtdy p. 13. 

12 
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Question No. lo. Are notes 
used much by the Shroffs and 
Native Bankers for the purpose 
of remittance ? 


Question No. ii. Is it the 
practice of the Shroffs and Na¬ 
tive Bankers to exact discount 
in all cases of cashing notes ? 

Question No. 12. Do the 
Shroffs and Native Bankers buy 
up the notes at a discount for 
the purpose of sending them to 
the head quarters of circles for 
encashment ? 

Question No. 13. Do the 
Shroffs and Native Bankers pre¬ 
fer the note to hundis for the 
purpose of remittance ? 

* * 

Question No. 27. What is 
the opinion of large Shroffs and 
dealers of money ? Do they pre¬ 
fer a silver currency alone, as it 
at present exists, or silver, gold 
and paper 1 


Answer No. 10. Yes at cer¬ 
tain places and centres of Com¬ 
merce but not at the great majo¬ 
rity of stations. The practice 
clearly depends on the conveni¬ 
ence or possible profits of the 
Native Bankers. 

Answer No. ii. The ans¬ 
wer in the affirmative is almost 
unanimous. 

Answer No. 12. The ans¬ 
wer is generally negative; but 
there are a few exceptions, which 
are not important, and perhaps 
have caused the alarm of the 
Accountant-General. 

Answer No. 13. Answer ne¬ 
gative, with very few exceptions. 


He * 

Ansiver No. 27. General 
preference for Gold, Silver and 
paper almost unanimous. 


Importance of indigenous banking at the present time. 

Even at the present time, indigenous banking is more 
important than is usually imagined. For, European banking has 
made but little progress during the 150 years it has been 
in existence. Even now the combined resources of all the 
banks on European lines in India are much less than the resources 
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of any of the ** Big Five (*®). It must also be remembered 
that in a vast country like India, the inland trade must be many 
times the volume of the foreign trade,^—not less than fifteen times 
as calculated by some writers. According to this estimate, the 
inland trade aggregates above Rs. 9,000 crores a year. A portion 
of it is done in cash. A very small portion is carried on through 
the help of banks on Europeap lines. The rest is entirely done by 
the much maligned indigenous bankers through their ‘‘wretched, 
crinkled, scrawled-ovcr, blotchy, frowsy pieces of paper” (®*), the 
hundis and other equally quaint indigenous instruments. 

Trading-cum-banking: historical reasons. 

Why then is indigenous banking in a moribund condition ? The 
chief reason is that it has not moved with the march of time. It 
has not yet discarded the old-fashioned, archaic instruments which 
are neither suitable for modern commerce nor recognised by law. 
It has not yet outgrown the trading-cum-banking stage, although 
European banks gave up Agency House methods more than a 
century ago(®^). As already stated, the main business of indigenous 
bankers in pre-British times was transmission of revenues and 
making advances to the Government and nobles. The principal 
source of revenue, the land revenue, was partly in kind , but the 


(30) raid-up Ca[)ital, Reserves and Deposits as on Deer. 31, 1924. 


Bank. 

Imperial Bank of India 
Exchange Bank and 
Indian Joint Stock Bank 
Midland 
Lloyds 
Barclays 
WcvStminster 
National Provincial 


Amount. 

Ks. 2,10 crores 


£382 Millions 
£366 

£292 „ 

£*75 


Figure taken from 
Statistical Tables rclating^ to 
Banks tn India ^ I924. 

Statist {British Batiktrn^ Sup- 
plcment) May 16, 1925. 


3t. Lloyd George’s patriotic description of bills on London. 


32. For instance, the following business notice was published in the Calcutta 
Gazette of March 16, 1786 by the Bengal Bank: “As the business of the Bank 
will be continued upon the same plan as the banking houses in England the Bank 
will not engage in any commercial concerns excepting the purchase of bullion”. « 
The 48th article of the “Plan” of the Bank of Bengal ran as follows :—“The 
Bank shall be considered as absolutely precluded from trade, and any directors 
infringing this fundamental rule, shall be liable to dismissal and to such other 
penalties as it may be found practicable to enforce”.... Annual Begtstef\ 

1808, Vol IX. 


33. Even as late as 1669 A, D., payment of revenue in kind was not entirely 
done away with. The seventh article of the Faiman of Aurang/ib to Muhammad 
Iloshim, Diwan of Guzrat, issued in 1079 A. H. fi668*i66q A. D.) runs as 
follows :—“You may change fixed revenue Miiaz^iaf^ into share of crop Muquastma 
or vice versa, if the ryots agree to it, otherwi'^e not.” Mughal Administration by 
Prof. Jadunath Sarkar, (2nd edition), p. 203. 
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disbursements^ payment to the standing army, had to be made 
in cash. The bankers to the Government had, therefore, to be 
dealers in commodities as well as in money and credit (®^). Even 
when payment in cash superseded the payment in kind, the revenue 
farmers and their successors charged with a fixed payment to the 
Government, irrespective of what the land might produce, had to 
borrow from the indigenous bankers against the security of crops 
of a later year. Realisation of debts granted in lean years thus 
necessarily involved trade in grains in fat years,"and both had to 
be undertaken by the indigenous banker—in the cities on account of 
revenue farmers and in the villages on account of the ryots. 
Besides, the multiplicity of coins and difficulties of currency during 
the early years of British rule gave the bankers a distinct advantage 
over other traders. The agents in distant places could not only 
draw and honour hundis but could also be entrusted with funds for 
purchases and sales of commodities. In fact the transmission of 
funds was so difficult even fifty years ago that merchants used to 
take salt in big boats up the Hughly and with the sale proceeds 
-buy seeds and grains from different centres on the banks of the 
river and carry them to Calcutta. 

Its inherent evils 

All this has now been changed. With circumstances so different 
as now, banking should not be mixed up with trading There is 
an essential difference between dealing in money and credit, and 
dealing in goods and services. “Adventure is the life of commerce 
but caution, if not timidity, is the essence of banking”. Even if 
the banking business is treated as quite separate from the trading 
business, and even if necessary arrangements arc made for liquid 
reserves against demand and near-forwards* liabilities, independently 
of the commodities of trade, any rumour about a possible loss in the 
trading business will rc-act unfavourably on the banking business. 
On the other hand, any demand on the part of the depositors to 
withdraw their deposits on account of, say, a general tightness in 
the M )ney Market, will affect the trading business adversely, 
although it might not have been in a better position at any time 
before. If, however, as is generally the case, trade in other people’s 
3^. Cooke’h Banktni^y Op, p. 12. 
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money degenerates into trade with other people’s money that is to 
say, if the banking business finds capital for the trading business, 
they fall united, although they might have stood*divided. However 
flourishing the trading business may be, however satisfactory its 
rate of profit, its min cannot be averted in the face of forced sale 
ccaisequent on a “run” on the banking business. 

Shroffs in Cities. 

This fatal defect is also responsible for many of the evils of the 
present Skroffee business. Because Skroffs usually carry on their 
trade with deposits attracted by them in their banking business, 
they have to suffer from the iniquitious khata-peti or compulsory 
deposit sy.stem. For in return for accommodation received during 
the busy season, they have to accept deposits during the slack 
season at a stipulated rate, although money is then almost unlendable 
anJ cannot be profitably employed. This system is gradually 
wearing out, the* modern khata-peti being another name for 
clean overdraft But even now shroffs have to carry funds 
through the kmg months of the season at unremunerative rates and 
have, therefore, to charge correspondingly high rates dijiring the 
busy season. If they can be induced to part with their funds and if 
greater facilities can be given to them for the rediscount of their 
bills, the gucchifs now with them, will form deposits in banks on 
European lines and the shroffs will appproximate to the bill brokers 
in the London Money Market. Not only will the money rate be 
stabilised throughout the year and throughout the country but the 
indigenous and European Money Markets will be brought into 
close touch with each other to their mutual benefit. The present 
relation is by no means so close as is imagined by the Babington 
Smith Currency Committee and subsequent writers. The position 
will be apparent from the following table:— 

35. Money is also raised by means of purjas as explained in European Banking 
in India by the writer of this article. 



European Money Market 

INDIGENOUS Money Market in Calcutta. in Calcutta. 


HAKIS CHANDRA SINHA 




iput\H s.jjoiiis 


*lpJ||KMlUniJ3 




^SPi3 \mz 


•ssc{3 isi 1 







tiCI 







< 


‘ 5 ' 

On 

t'S 

0 

00 

£ 


980 ' /larttc Badi .. i 15 to 32 ' 4 to 4i \ 4i to 7^ : 4i to 75 3? to si ^ 9^3 i November 



INDIGENOUS BANKING IN BENGAL 


225 


Rural indebtedness. 

Just as Shroffet business is to be incorporated into the present 
banking orgnisation by the creation of a bill market, similarly the 
Mahajan must also be brought within the ambit of organised bank¬ 
ing. It may be asked how this is to be done, seeing that his vicious 
operations cause a havoc in the economic life in the country-side. 
Firstly, because he charges an unconscionable rate of interest. 
Secondly, because he imposes iniquitous restriction on his borrowers 
in the purchases and sales made by them. Thirdly, because he 
often lends money for uneconomic uses, e.g., for ruinous litigation, 
for extravagant social ceremonies, etc. In fact, the conditions are 
no better than those in Germany in the district where Raiffeisen 
started his first society in 1847. Co-operation must, therefore, 
be the sovereign remedy here as there. But cannot the village 
money-lender be accorded a place in the banking organisation of 
the country in order that he may help forward co-operative move¬ 
ment and branch-banking by joint st(x;k banks 1 To answer this 
question, we must look into the causes which are responsible for 
the present evils. “ There is ample authority for the conclusion that 
a determining factor in increasing indebtedness is the necessity felt 
by the money-lender of finding an outlet for his accumulating 
wealth ’ ’ (“") So long as there is no decentralisation of public debt 
work ; so long as there are not more and better Stock Exchanges ; 
so long as there are no Investment Trusts to minimise the risks of 
small investors; so long as there are no land and industrial mort¬ 
gage bonds for safe and convenient investment; so long, in short, 
as adequate facilities for investment are not provided, the village 
lender will be inclined to tempt “ the people who live within his 
ken ’ into incurring debts even for purely unproductive purp(«es 
Because he is so anxious to lend, he is fain to go without security. 
Because he has no security, he is obliged to charge usurious interest, 
as a sort of premium for insuring himself against bad debts. Be¬ 
cause he charges high interest and also because he wants to keep 
his funds constantly employed, the poor ryot is in perpetual indeb¬ 
tedness. The vicious circle is complete! It is worse than the old 

36. Indian Co-operative Studies, p. 35, article on Prevailing Types of Rural 
Credit Societiesy by H. Calvert. 
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system of Einstcllvioh. The human cattle remains the creditor’s 
property, although self-fed and living elsewhere. 

Better Organisation required. 

The remedy is not to supersede the system, however bad it may 
be, either by co-operative societies or by branch-banking, but to 
adapt it to present-day conditions. Not only must facilities for 
investment be provided but the ryot must also be taught the fatal 
consequences of costly extravagance. A lighter burden of interest 
or rent without the knowledge and desire for a better life will only 
make him lazy, producing just enough for his barest needs. Pater¬ 
nal Government measures like non-transferable holdings and usury 
laws will simply restrict the credit of the ryot and thus defeat their 
own purpose. There is no royal road to success. In our zeal and 
enthusiasm, in our haste and impatience, let us not destroy before 
we create. Indigenous banking with all its evUs has a place in the 
national economy of India. It is no part of statesmanship to do 
away with the system in order to do away with the evils which are 
not inherent in the system. But this must not diminish our ardour 
for banking reform. It is through banking reform that currency 
reform may be really carried out. It is frequently stated that tor 
nation-building there must be adequate capital and effective mobil¬ 
isation of the money resources of the country. But it is not 
generally recognised that it is not so much a question of nation- 
building as of mixon-saving, for the nation is dying through 
poverty and ill-health, through unemployment and ignorance. The 
indebtedness of the ryot should not daunt us, for debt is simply 
another phase of credit- There is the necessary credit, there is also 
the necessary capital in the country. The question is simply one 
of better methods and better organisation. 
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K. B. Madhava, 

Professor of Mathematical Rconomics and Statistics, Mysore 
University, Mysore. 

1. Scope of the subject. —“ Trade Unionism rind Welfare work 
is as wide a subject as its problems are complicated. It concerns, 
directly or indirectly, workers and dependents included, almost the 
whole of the world's working population, and is intimately or re¬ 
motely related to nearly every means of livelihood. It engages the 
attention of producers, consumers and distributers, legislators and 
arbitrators, sanitarians and scientists, actuaries and all; and the 
* bye-products ' are rapidly turned to profitable account not only 
by authors of books but by politicians most earnestly. Its problems 
demand profound and shrewd understanding of social psychology 
and scientific organisation : they impinge upon various utility depart¬ 
ments of the State, and upon the traditions, standards and habits of 
the peoples; and relating as they do to apparently conflicting in¬ 
terests, they necessitate a judicious selection of the golden mean. 
It is no surprise therefore that a considerable amount of literature 
has accumulated upon the subject and in some form was a topic for 
discussion also by this Society at one of its previous conference (^). 

2 . The labour movemefit. —Trade Unionism and in general the 
labour movement is a natural consequence of our economic problem— 
the problem of utilization of natural resources by joint action. The 
individualist solution does not take us very far however apt may be 
its theoretical principle that every man shall retain the fruits of his 
own efforts. The division of labour has brought in its train the 
trinity of trouble through rent, interest and profit, and at the pre¬ 
sent time the great assailant of the individualist system is what is 
broadly summed up as the Labour Movement. It includes (*) four 
separate movements:— 

(1) 7 'he Fourth Annual Conference in 1920. 

(2) R. G. Hawtrey “The Economic Problem” (Longmahs, 1926) Chapter 
«7. pp. 320-335. 
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Trade unionism, whose primary function is to organise the 
marketing of labour ; 

Parliamentary labour movements, which aim at the election to 
. representative legislatures deputies who can further the 
interests of the working classes ; 

Syndicalism, which seeks to utilise the weapon of strikes to 
attain political ends ; and 

Socialism, whose broadest definition is ‘‘ the use of the State 
as an instrument of welfare”. 

Syndicalism or its associate militant Socialism may be interpreted 
to mean a new power for democratic government based upon 
vocational organisation, of which the Trade Union is a type, and 
the ultimate weapon of which is the ‘General Strike'—a simultaneous 
and Icon tinned “ walk out ” as it were by these Swarajists. Whether 
such a catastrophe is a strike directed against the consumers or 
against the employers, and how and when the strike is called off 
and economic life re-started, are interesting subjects of speculatejn; 
in any case as they are yet tendencies alone we need not pursue 
them here. The Parliamentary labour movement has yielded, even 
in India, a respectable crop of legislative measures; for example, 
the legal position of trade unionism has been safe-guarded ; hours 
of work have in some cases been limited ; minimum rates of wages 
have been prescribed; employers have been compelled to take 
precautions against accidents to which their workmen are exposed 
by the nature of the industry. Several other measures for concilia¬ 
tion, arbitration and general welfare are on hand, and there is in any 
case a considerable amount of earnestness among the political 
workers even with respect to those measures which form part of the 
general criminal law of the land. Thus Mr. N. M. Joshi moved 
(lOth September, 1921) a resolution in the I.egislative Assembly 
for the repeal of the Sections 490 and 492 of the Indian Penal Code 
which was only withdrawn on the assurance of the Government to 
consult the opinion of the Local Governments in the matter. 

3. Trade unionism ,—Trade unionism however, is the most con¬ 
spicuous phase of the labour movement. The right to form unions 
is a sign of social progress (®), as the regulation of economic interests 
(3) J- Q- Dealey “ Sociology”, p. 221, 
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is, next to national preservation, historically the chief business of 
the State, and society’s best collective work has been done in the 
regulation of economic activities, through for instance, the registra¬ 
tion and protection of unions. The English Acts of 1871-6 are 
upon very benevolent and approbative or constructive lines, and in 
general the right for Trade Unionism has been affirmed in the 
Peace Treaty in Article 427 of Chapter XIII. The Government of 
India also recently legislated(*) “the registration of Trade Unions 
and in certain respects to define the law relating to registered 
Trade Unions in British India”. Elaborate accounts of , trade 
unionism and its progress during the century and longer that it has 
developed in are available, and to the analytical studies of the 
movement in Great Britain by the Webbs and Mr. Cole, there has 
recently been added a little useful book by Walter M. Cntrie 
describing “ the past, the present and the future of the trade union 
movement in Great Britain” (®). The organisation in direct and 
immediate touch with the workers is of course their individual union, 
but through a network of Federations, Trade Councils, and the 
ultimate co-ordinating body, the Trades Union Congress, they are 
linked up both lcx:ally and nationally, for purposes of common action. 
The objects of the British Trades Union Congress include among 
others, the watching and initiation of all legislation affecting labour. 
The principal aims and objects of a Central Labour Board set forth 
below indicate the wider scope and functions of an affiliating in¬ 
stitution (°) such as the one in Bombay :— 

(1) to carry on propaganda work for the welfare of labour ; 

(2) to open schools, libraries and such other educational in¬ 
stitution for the benefit of labourers; 

(3) to collect statistics in order to form a correct idea of the 
condition of workers; 

(4) to protect the rights of trade unionists; 

(5) to organise new unions m different industries and to 

(4) The third reading of this Bill, the outcome of a lesolution moved on 
March i, 1921 in the Assembly by Mr. N. M. Joshi, was completed on February 8, 
tgi6 in the Assembly, and on February 25, 1926 in the C.ouniil of State. 

(5) Reviewed in the June 1926 isbue of the Bombay Labour Gazette. 

(6) The Central Labour Board, 123, Esplanade Road, Bombay, whose Memor* 
andum is published in the B, L. Gazette for March 1921, p. 14, 
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Strengthen the existing unions; 

(6) to promote the moral status of the working classes by 
organising temperance and other similar movements. 

The individual union narrows down similar activities to each 
industry or to each locality or more frequently to each factory, and 
deals also with ‘ complaints.’ There is no doubt however that these 
institutions which grew out of clubs for mutual assistance and which 
later transformed themselves into their present form in nearly every 
country after the repeal of their anti-Combination laws, have now 
attained more or less prominent position in their respective countries, 
and this will become more evident when we consider in the next 
paragraph their extent. 

4 .. The extent of trade unionism .—The extent to which labour 
organisations have spread in various countries of the world and their 
growth since the pre-war year may be understood from the following (^) 
table prepared by the International Labour Office. Against the data 
therefrom taken are also set out the populations of the various 
countries at the last Census and the proportions those embraced by 
the trade unions form to the total jJopulation; but lest misleading 
inferences should be drawn from the table, it is necessary to point 
out that the definition of the term ‘trade union’ is not the same in 
all countries, nor are the movements of the same duration in the 
different countries, nor are even the same occupations included in 
the organisations. 

(7) Cols. 2 and 3 are copied from the B, L, G,^ Oct. ii>26, p. 16; the others 
are exctracled from various year-books. 
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“ The fact emerges from the statistics that Germany is the 
leading country in the world in the trade unions, followed by the 
United Kingdom, Russia, the United States, Italy, France.” In the 
proportions organised the order is greatly changed although Germany 
and the United Kingdom retain their places, Czecho-Slovakia, 
Austria, Australia and Denmark come after. Out of 975 millions 
of peoples dealt with in the aggregate, 48 million are members of 
trade unions, working up to 50 per mille in the average; but in 
Germany this proportion is as high 217 and in India it is only i'6. 
India is approximately the fifteenth country in order of importance 
as judged by numbers but takes the last place among thirty, when 
judged by the fraction the numbers in trade unions bear to the total 
population of the country (being only 157 for every lakh of persons). 
It is, however, to be noted that it was not till 1918 that the first 
regular association (which was in Madras) was founded, and that 
out of the 319 millions of peoples of India 72 per cent, follow 
agricultural pursuits wherein there is hardly any such organisation 
as yet in this country. Even for those that are in existence in 
general trades and industries it is difficult to get correct statistics 
regarding membership, progress, financial and other statutes. In 
fact there i? a considerable paucity of reliable information as regards 
other provinces of India than Bombay where through the efficient 
working of the Labour Office very useful data are available, and 
which alone one is obliged to take up for stativStical analysis in this 
Paper. 

5. The Composition of Trade Unions :—Some interesting facts 
are brought to light when we study the composition of trade union 
membership in the principal countries. The principal trades which 
have a large membership are: 

(8) (9) 


in Germany (in 1924) 

in England (in 1921) 

Metal workers 

9 lakhs 

4 lakhs 

Railwaymen 

2 lakhs 

6 lakhs 

Textile workers 

4 lakhs 

5 lakhs 

Miners 

2 lakhs 

9 lakhs 

Building workers 

4 lakhs 

4 iakhs 


(8) Bombay Labour Gazette^ Vol, 5, (Oct. 1925^, p. 160. 

(9) Ibid, Vol. J, ^^Feb. 1922), p* 30, 
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Transport workers 3 lakhs 3 lakhs 

Shipbuilding, etc. .. 6 lakhs 

Municipal and other 3 lakhs 

The position of special workers is of interest. For intance, the 
increase in recent years in the number of organised women workers 
is very striking. “In Great Britain in 1905 there were no more 
than 1,79,000 women trade unionists, representing less than 9 per 
cent, of the total membership in the unions. In 1920 the number 
of organised women workers rose to 13,40,000 or more than 16 per 
cent, of the aggregate membership, organisation of women is at an 
especially high level in the cotton industry where about 60 per cent, 
of the women workers are in the trade union” “In Germany 

half of all the agricultural work is done by women. In industry, in 
general about 30 per cent, of the labour force is female. The number 
of women exceeds that of men in clothing trades and textile industry. 
In commerce and transportation approximately 35 per cent, of the 
labour force is female and in the liberal professions about 20 per 
cent, of all the persons employed are women. At present on the 
average, 40 per cent, of all the female workers in industry are organi¬ 
sed into trade unions. The number of organised women workers 
in agriculture is comparatively small, commerce offers women a 
favourable field for organising themselves and at present approxim¬ 
ately 230,000 women employed in commerce are organised” (’'). 

The position of agricultural workers is strikingly different. 
They are scattered and the industry is yet mostly on an individualist 
system ; their employment is only seasonal and is in several cases 
accompanied by other subsidiary means of livelihood. It is perhaps 
on these and similar reasons that even in the most advanced coun¬ 
tries trade unionism has not made such progress among them, and 
what is even more surprising is that as late as at the third session 
International Labour Conference in Geneva (October 1921) upon 
the French Government taking exception to the inclusion of items 
relating to agricultural labour in the agenda “it was finally decided 
by 74 votes to 20 that the conditions of agricultural labour were 
within the jurisdiction of the Conference.” 

Similarly lacking in strong organisation, but obviously for differ- 

(lO> Ibid, Vol. 5, (June 1936), p. 990. 
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ent reasons, are a large body of commercial and clerical servants, 
employees under Municipal and Local Adminstrations, officers in 
semi-government institutions and civil servants in the various orders 
of the heirarchy. The economic depression during the war has 
given a strong incentive to these persons with fixed income and the 
British Government’s adjustments of Bonus by the Ministry of 
Labour cost of living index number, and the Committees and Com¬ 
missions, such as the Lee Commission in India and the McAlpin 
Committee of Bengal have given also added stimulus. 

There are a number of quasi-unions which appears from their 
names and titles to be more like Social Service Leagues, Employment 
Bureaus or Thrift and Mutual Insurance bodies, and like the 
Amalgamated Society of Railway servant of India and Burma Ltd., 
which^ owing to its registration under the Indian Companies Act, 
was reckoned differently by the Bombay Labour Office are easily 
passed over. 

The classification of trade unions in Australia according to the 
number of members in 1924, given below shows the relative 
strength of the organisations and perhaps also of the concentration 
of Industry they represent. 


TABLE II. 


Organisation 

i 10,000 
and 
over 

5 000-1 

2,000 

1,000- 

50O' 

300- 200- 

100- 

SO- 

Under 


with a member¬ 
ship of; 

I 

10,000 j 

5,0()0 

2,000 

1,060 

500 300 

200 

100 

SO 

Total 

Number 

i 

*9 i 

■ i 

i 

41 

43 

47 

35 28 

1 _._ ._i 

SO 

S 3 

47 

376 

Total mem¬ 
bership (in 

thousands). 

j 

379 

1 

j 96 

1 

127 

60 

1 

33 

1 

15 7 

I 

.... 

1 

7 

4 

1 

1 

I 

7*9 


From this table will be seen how far the few strong bodies 
dominate : thus among others, 1% ol the associations command 
52% of the entire membership, while more than 82% of the mem¬ 
bers, can be covered by taking only ig% of the strongest associ¬ 
ations 

(12) / M , Vol. S, (Jan. 1926), p. 438. 

14 
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6 . Indian Conditions .—Turning now to the conditions in India 
we notice as has already been remarked that trade unionism is yet 
in its infancy having definitely originated only in 1918, comprising 
(by 1920) only five lakhs of members, and officially still to be 
recognized by the bringing into force of an Act, which its first 
advocate Mr. Joshi regarded “ as not entirely satisfactory but 
accepted it on the principle that half a loaf is better than no bread.” 
It is true that 229 millions or 72 per cent, of the peoples in this 
country are supported by pastural and agricultural occupations, but 
the industrial importance of India is easily appraised and official 
memorandum submitted by the India Office to gain recognition by a 
seat on the Governing Council of the International Labour Office, 
contains striking comparison between this country and Italy, 
Belgium, Japan and Switzerland which are the ‘ last four countries 
in the list prepared by the Organising Committees ’. The document 
contains a strong claim for representation, and sets out the 
comparative position in terms of the numbers of workers, extent 
and efficiency of industries, value and amount of merchandise to 
show “ not the insignificance of India as an industrial country, but 
that India is one of the eight countries of chief importance in the 
world”; and the following table expressing in Index numbers the 
relative strengths by numbers in the different countiues is signi¬ 
ficant :— 



India 

Italy 

Belgium 

Japan 

Switzerland 

I. Occupied males 

lOO 

II 

3 

J 9 

I 

2. Agricultural workers lOO 

8 

7 

? 

o‘s 

3. Maritime workers 

100 

43 

4 

97 

0 

4. Employed in 
Industry, Mining and 

100 

24 

8 

10 

S 


Transport. J 

According to the Census of 1921, the number, workers and de¬ 
pendents included, in Industry is 33 millions, Trade 18 millions, and 
in Transport 4 millions. More specifically confining attention only 
to Factories (subject to the Indian Factories ’ Act and reported 
upon by the Government of India), it will be noticed (*®) that there 
were in India 6,400 factories, the largest numbers of which were 

(13) Report of the working of the Factories Act in India fot the year 19*5. 
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in Bombay {1,200), Bengal (1,100), Madras (1,000), Burma (900), 
C. R and Assam (each with 600). There were toiling amidst the 
dirt, dust and diseases of these factories no fewer than 14 and a 
half lakhs of persons, distributed. 

By localities employing one lakh and more are Bengal (5’4 
lakhs), Bombay (3*6 lakhs) and Madras (i’2 lakhs); 

and by Industries among Jute mills (3’4 lakhs) Cotton mills 
(3'2 lakhs). Gins and Presses (r‘7 lakhs), Food, Drink and Tobacco 
factories (r6 lakhs) and Railay workshops (i lakh). 

Among these (in lakhs) are no doubt adult males, but (working 
out to a rate of i to 5) there are (2*2 lakhs) of adult women 
employed ; the children employed are no fewer than 75 thousand, 
13 among them being female, and most of whom employed however 
only upon tea gardens. Children are generally not employed for over 
36 hours a week, but in 3,700 factories employing men and in 2,700 
employing women the normal week was above 54 hours. There 
are no statistics of general morbidity and of deterioration in health 
but about 10,000. ‘ accidents* were reported in 1925 of which 284 
were fatal and 1,700 ‘ serious*. These are the grim facts, and even 
of these 14 and a half lakhs of actual workers in factories which 
are inspected by, and reported upon, there are no statistics of 
employees * organisations, of economic and sociological interest, of 
things concerning their life and labour. In fact no useful, complete 
or relevant statistics are available for the whole of India anywhere 
within my reach, of the Trade Union organisation excepting those 
of Bombay diligently compiled and published by the Labour Office, 
These latter will to some extent be analysed, but the lack of relevant 
data is phenomenal and to the individual worker is even distressing. 
The practical character of statistical economics has not yet been 
realized in this country and one has only to point to the useful 
service rendered by the Labour Offices, the Cambridge and Harvard 
Economic Services, the Federated Jewish Charities and so on. It 
is curious that in the entire Report of the Indian Economic Inquiry 
Committee there are {^^) only two short paragraphs referring to 
labouf conditions in the statistical machinery it elaborates, but it 
will be a remarkable achievement if this Society will take the lead 

(14) Report of the Indian Economic Inquiry Committee: Paragraphs 67 and 
68, pages 31 and 32. 
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in a direct national statistical service (embracing also the nature of 
Business cycles in general like the Cambridge and Harvard 
Economic Service) • I am sure co-operation will not be slow in 
coming but I dare say it needs a proper start and initiative. 

7. The Statistics of Bombay .—The relevant statistics of mem¬ 
bership, etc., of trade unions of Bombay, which as stated above are 
the only reliable ones available are soon stated. According to 
the latest i^'*) information available, there are in Bombay Presidency 
53 Trade Unions embracing a total membership of 64,572. These 
are distributed 

Among 19 unions in Bombay city comprising 36,428 members, 
Among 8 unions in Ahmedabad comprising 19,177 members, 

And among 26 unions scattered in 16 other places with 8,867 
members. By occupations the 

Post and Telegraph workers are 6,212 scattered among 26 unions. 
Textile workers arc 24,545 „ „ 12 „ 

Railwaymen „ 17,481 „ „ 7 „ 

Seamen „ 14,497 include in 2 „ 

Engineering and workship „ 874 „ „ 2 „ 

Govt Office clerks, etc. „ 637 ,, „ 2 „ 

and miscellaneous workers „ 326 „ „ 2 „ 

By concentration (omitting the Indian Seamen’s Union in which 
the membership of 11,597 is only nominal, and two Postal Unions for 
which no statistics are given), the situation is as below : 

TABLE III. 



(15) Returub for the Quarter ending 30th June, 1926 published in B. L, G., 
Vol. S, No. 10, pp. 1000—1015. For an account prior to 1924 reference may be 
made to Chap, IX (pp. 101 —108) of “labour and Iloubing in Bombay’* by A. R. 
Burnett-Hurst. 
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From this Tabic, which may be compared with Table II giving 
similar statistics for Australia, it will be noticed that 6 % of the 
associations in Bombay command 42% of the entire membership 
(against of the Unions commanding $ 2 % of membership in 
Australia) ; while to collect about 85% of total membership 28% of 
the Unions in Bombay must be included (against 19% in Aus¬ 

tralia) . 

In order to effectively compare the concentration of membership 
we may obtain, by constructing the ogives of membership and of the 
number of unions, in the usual manner, what are called the co¬ 
ordinates of the Lorenz Diagram giving the per cents of total mem- 
fiership cornered between stated fractions of associations as 

ft 

‘ .ollows:— 

5, 10, 20, 25, 50, 75, 100 per cents, of associations arrang- 

52, 67*5,83, 87, 97, 99*5100 ed in diminishing order of 

33j So> 73» 80*5,93, 98, 100 strength cover % of member¬ 

ship in Australia, Bombay. 

The rales of subscriptions are 

2 as. per month (or equivalent) uniformly for all members in 2 unions, 

4 >> »» » » 

8 as. „ „ „ I union, 

2 to 8 as. „ varying according to status of member in 23 unions, 
Special in 5 „ 

Total . . S3 » 

The receipts arc 

Rs. 1,000 and above in 4 cases and amount to Rs. 6,398, 


Rs. 500—1,000 „ 4 „ „ „ 2,797, 

Rs. 200—400 „ 7 „ „ „ 1,937. 

Rs. 100—200 „ s „ „ „ 609, 

Rs. so—100 „ 10 „ „ „ 848, 

Rs. 10—so „ 13 „ „ „ 340, 

Less than Rs. 10 „ 4 „ „ „ 22, 

Not reported ,, 6 „ ,, 

Total .. S3 unions and 12,957, 
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The expenses are 


Rs. 2,250 

in 

I case and amount to Rs. 2,250, 

Rs. 500—700 

» 

5 cases „ 


II 2 , 944 i 

Rs. 200—400 

>» 

5 

»» 

II Ii 490 i 

Rs. 100—200 


7 

n 

GO 

Rs. 50—100 


10 „ 

>> 

II 661, 

Rs. 10—50 

n 

15 

»> 

II 30S1 

Less than Rs. lO 


3 » 

>» 

II 18, 

Nil 


2 „ 


» 0, 

Not reported 


5 

>> 


Total 


53 unions 

and 

8,666, 

Of the 53 unions 





I union 

can 

be traced to 

1897, 


I 


% 

1907, 


2 were founded in 

1918, 


3 

n 


1919, 


16 

>» 


1920, 


4 

n 


1921, 


2 



1922, 


7 



1923, 


I union 

was 

founded in 

1924, 



4 unions were founded in 1925, 
and 5 „ 1926, 

while of 7 others no information can be obtained. 

The variation in membership therefore follows this history, and 
the statistics of membership at the end of each quarter from 
iune 1022 are an toiiowc 
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TABLE IV. 


Three months ended 
TSt. 

Membership at end 
of quarter. 

Three months ended 
1st. 

Membership at end 
of quarter. 

June 

1922 

57 , 9 M 

June 

1924 

49,729 

September 

1922 


September 

1924 

47,242 

December 

1922 

51,472 

December 

1924 

S 2.*77 

March 

>923 

48,669 

March 

1925 

S'.62s 

June 

1923 

5 *,276 

June 

1925 

S 3 .S 9 t 

September 

1923 

4 f ,646 

September 

1925 

S 4 >» 7 S 

December 

*923 

46,037 

December 

1925 

49 . 3 'K 

March 

1924 

48,502 

March 

1926 

S 9 .S 44 




June 

1926 

64.572 


Under normal circumstances, the factors influencing membership 
and the activities of Trade Unions are political, economic and 
social, under which divisions we shall study the progress in the 
following paragraph, but the above figures are also suggestive. 

From these figures it will be noticed that the membership 
gradually declined from June 1922 till September 1923, and thereafter, 
(ignoring of course, the casual cyclical variations), there was a conti¬ 
nual increase. It may be expected that the initial period was one 
of depression, or of weeding away the unorganised unions, but that 
stage having been passed over, trade unionism has now not only 
come to stay but is picking up strength (at least numerical). There 
seems to be not merely a secular increase but that increase has an 
accelerative tendency. In fact a second degree parabolic fit was 
calculated and found to have a high degree of fit, vn\f of order *9. 
The equations determining the constants a, by Cy in the relation 
y—a'^bx'\^cx'^ giving the number of members at x quarters after 
June 1924 are : 

17^+408^ = 880,365; 

408^1+17,5546* = 22,548,635; 

408^ = 165,663 ; . 

from which (correct to units) the required equation is ^ ~ 47>396+ 
406^+183;!;® (origin June 1924). 
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Thus to a secular trend at that time of 406 per quarter there 
was a constant acceleration adhesive of (2^183, i.e.,) $66 per 
quarter. This parabola has its lowest point a little over one 
quarter prior to June 1924 (about isth February, 1924), but for the 
future it has an upward tendency. The values given by this 
equation for the expected number of membership in the period 
from June 1922 



1922 

[923 

1924 

1925 

1926 

March 

• • 

49.941 

47.173 

50,261 

59,205 

June 

55.860 

48,700 

47.396 

51.948 

62,356 

September 

53.521 

47.825 

47.985 

54,001 

• . 

December 

51.548 

47.316 

48,940 

56,420 

. . 


and are in very good agreement with the actual data. In fact the 
mean arithmetic deviation is just under 4%, and only tw^o indi¬ 
vidual deviations (at September 1923 and at March 1926 where 
there were a rise or fall of nearly 10,000 in membership), are a little 
beside expectation. It is of course very difficult to prognosticate 
for the future, as several factors not taken into reckoning above, may 
suddenly crop up and disturb. Besides, the seasonal variations are 
omitted out altogether on account of paucity of data. Mr. Burnett- 
Hurst has some interesting remarks in this connection on p. 106 ol 
his book and says the data “appear too smooth to be true.'’ The actual 
data in the past seem to suggest that the future membership 
(reckoned with June 1926 as origin and a quarter of an year as 
unit) may be given by :?/=62,3s64-'3»334 ^+1834:^ And before 
this Conference meets the statistics for the next two quarters, vi^., 
those ending on September i, 1926 and December i, 1926, will 
become available and the actual figures may be compared with those 
expected by the above equation, viz.^ 65,873+3,040 for September 
1926 and 69,873+3,040 for December 1926. We may, however, 
now continue and see what influences have been at work. 

8. TAe infltiences at work ,—Political factors have always influenc¬ 
ed the growth of trade unionism. It has been pointed out that as an 
organised movement, it began in England only after the repeal of the 
Combination laws. A member of the British Cabinet once said: 
“You will remember that up to 1871 a Trade Union in this country 
was an illegal body”. It is true that in the early stages of the 
movement in England, Trade Unionists were considerably influenced 
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by revolutionary ideas and by the Utopian dreams of Robert Owen of 
‘a Grand National Const^lidated Union', In some cases, even a more 
enduring organisation is easily misunclerstfxxl, its activities easily 
misinterpreted and a considerable opposition against it manifested. 
Thus in one of the mills in Madras the trouble arose in a simple 
way, through the proprietor of the mills passing over a Trade 
Unionist in making a promotion, on the ground, among other things 
that he was a Trade Unionists, and that this promotion was offered 
to other men but these other men refused to accept because they 
considered it belonged to another person. As a result of that, 
finally a number of employees were dismissed. In the course of 
the dismissal there was an interview between the manager and four 
of the employees, and the manager drew a revolver, pointed at 
them and threatened to shoot Two of the men dared him to shoot 
baring their chests, another one was afraid and suddenly grasped 
his wrist for fear that the revolver might be fired. As a result of 
that particular incident a lockout occured and a notice was put up 
stating that it was owing to an assault on the manager, which was 
incorrect Athough it started from a comparatively small thing, in 
a few days time it ended in collisions between the military and 
police, including the death of two lads of n and 16. Later on the 
leaders of the Union were sued by the firm, and the High Court of 
Madras decided against the Union and brought in a Judgment of a 
fine of Rs. 10,000 and costs”. This was quite a sensation at the 
time and the Parliamentary Committee of the British Tnide Union 
Congress waited on March 22, 1921 on the Secretary of State for 
India at which Mr, Potter-Wilson spoke as above. The late Mr. 
Montague who heard the deputation said “ Y'ou cannot have the 
industrialisation of a great Empire like India without the assistance 
of organised labour. Therefore not only ought we to welcome the new 
Trade Union movements in India, but w’e ought to recognise them 
as one of the essentials of Indian development”. He also promised 
that Lord Reading, who was just then arriving in India, would ^‘at 
the earliest possible movement devote his attention to Trade 
Unionism in India”. Accordingly Mr. N. M. Joshi moved a reso¬ 
lution in the Assembly in March 1921, but the actual legislation is 
yet to come. 

Economic conditions and trade activity are however more potent 

15 
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factors influencing Trade Unionism. In spite of the fillip given by 
the war, post-war conditions in nearly every country have been the 
cause of an unprecedented depression In England since 1920 there 
has been a decline in membership and in 1924 as compared with 
1920 it had fallen by over 35% or by nearly 3 millions. Similarly 
in Germany as a result of the unfavourable economic position 
membership which was 57 lakhs on 31st December, 1923 fell down 
to 40 lakhs (a reduction of 31^) on 31st December, 1924. “The 
general standard of living of the German worker after the war was 
very low. Food, fuel, clothes were very scarce after the war and 
when the blockade ceased and imports might have filled the gaps, the 
low level of real wages prevented much improvement in the 
standard of life. No noticeable improvement in the standard took 
place until after the stabilisation of the mark**. This reminds one 
of the problem of investment of Trade Union funds wherein safety 
and fluidity are the only considerations but in this country where 
the movement is still in its infancy and the funds hardly of any 
respectable size, this danger is not imminent. 

With us the social conditions and want of enlightenment amongst 
the vast masses of workers are however the chief obstacles for the 
movements to take a more enduring form—it was impcjssible so 
I read somewhere, in some cases in Bombay to get the workers to 
sign the membership forms outside their mills—but this itself 
should serve an impetus for increased work, perhaps a cyclical 
argument. 

Another important consideration peculiar to the conditions of 
India is the immigrant character of the large mass of labourers who 
are workers at the factories only when they cannot find enough 
work in the fields. This problem of migration, writes Sir Stanley 
Reecl(‘®) “is one which sadly perplexes the industrialist, the 
humanitarian and the sociologist A prominent industrialist de¬ 
clared of the Bombay mill operative that an agriculturist he was, 
he is, and he will be. Mr. Burnett-Hurst puts the position less 
epigrammatically but with absolute truth when he says that in the 
chief centres of industry “employers are compelled to depend upon 
a fluctuating population consisting largely of semi-agriculturists who 

(i6) Sir Stanley Reed in his introduction to Burnett Hurst “Labour and 
Housing in Bombay ” (1925). 
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‘migrate hundreds of miles’*. The chief consequences of this inces¬ 
sant migration are a low standard of technical efficiency, an absence 
of responsibility arising from treatment of factory work as a dis¬ 
agreeable necessity only to be practised long enough to enable the 
worker to earn enough to return to his village, and a social disrup¬ 
tion separating the worker from his home and his family for long 
periods. Also the higher wages are not always, or even generally, 
reflected in the betterment of the recipient; they are too often lost 
in absenteeism Another evil is the existence of a large class of 
parasites preying upon the worker and mulcting him of his wages”. 
As regards the method of recruitment of labour and the all pervad¬ 
ing influence of jobbers or niukaddams^ Mr. Burnett-Hurst has 
some unchallengeable remarks on pages 46, 84, 90 and 99 of his 
excellent book 

Moreover all our industrial awakening or organisation seems to 
centre round the textile trades, while industries of transport and engi¬ 
neering are governmental and quasi-governmental institutions, instead 
of being in the hands of private employers as in England. The 
principle of Trade Unionism is not therefore wholly applicable under 
the circumstances, but is on the contrary even more obscured by the 
large mass of agricultural, cottage and home industries. So long as 
our conditions are what they are, a number of handicraft trades, 
small factories for husking and milling of grains, sericulture, etc., are 
bound to be scattered all over the country, and a perfect network 
of trade union and friendly society arrangements must be worked 
up, without regard to the distance separating each factory, to secure 
solidarity and fellow-feeling in these trades. As to agriculture, it 
is frequently bemoaned that our factory labourers are at the bottom 
agriculturists. But why not } The tradition of our country is that 
way and the ways of our present Viceroy are that wise. The con¬ 
tention—probably the only one—that the labourer loses the 
benefits of increased wages, etc., and that the mill loses an efficient 
labourer is not very accurate ; such migration is generally confined 
only to unskilled and very meagrely skilled labour, and in any case 
his substitute is perhaps his co-villager, co-casteman or perhaps even 
his kinsman. The homeless and the farmicss arc from the fields 
to the dust and dirt of the factories and are driven in the opposite 
direction disease ridden even sometimes with spare silver. The 
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point is that he stakes anything to save some money wherewith 
he may go back and redeem his native home and trade. The remit¬ 
tances, though they do not Indicate much, from 13 post offices in 
the mill area of Bombay in 1920, amounted to 71 lakhs of rupees 
and from Ceylon Post Offices by Indian estate labourers to 26 lakhs 
of rupees. These are significant, but not large enough to enable 
them to repatriate on their own soil. And we have the evidence of 
such an authority as Lady Chalterjea who said (according to the 
Report in the “Madras Mail” of September rath, 1926 of the Cam¬ 
bridge Local Lectures, Summer meeting), “The emigration on so 
large a scale of the landless labourers rendered a wholesome re-action 
on the village life, when they returned from factory employment, as 
there was a tendency on the part of the operatives to adopt a wider 
outl<K)k and more independent attitude towards life in general.” 
Thus whether it is the employer’s, or the Union’s, or of some other 
titled association’s duties, it is submitted that it is certainly part of 
general welfare work to protect such needy ex-cum-intending agri¬ 
culturists. After all, farms and factories are as if the two eyes of 
a nation and agriculture must be co-ordinated to industry. 

g. The Bombay Textile Laboitr Union ,—Such as the above 
impediments are it is some gratification to note that a very respect¬ 
able record of work has already been achieved among trade union¬ 
ists Trade Union Congress and certain large Federations have 
successfully functioned. A very important achievement—mostly 
through the sacrificing efforts of the moving spirits Messrs Joshi 
and Bakhale—was made in the beginning of this year (ist January, 
1926) when the Bombay Textile Labour Union was founded with 
nearly 5,200 membership (which by ist June, 1926 rose to 8,940) 
representing about 41 mills in Bombay whose “successful formation'' 
says the Editor of the Bombay Labour Gazette, “has filled the void 
that has hitherto been in existence owing to the complete absence 
of a union or unions directly representing the 1,50,000 odd cotton 
mill workers in Bombay City”. 7 'hc Union has realized the need 
for adequate financial support for the relief during periods of strike 
and has shown great eagerness to build up monetary reserves for 
the financing of future strikes. The officials of the Union state that 
complaints regarding the withholding of wages, assault and abuse 
receive the very sympathetic attention from the mill managements 
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when representations are made by the officers of the Union on be- 
half of the members. This Union is the outcome of a committee 
of assistance to the textile workers during the last protracted strike 
in Bombay from Sept, to Dec. 1925, when nearly ij lakhs of 
workers were involved During that acute crisis labour experienced 
great distress and the committee helped more than 20,000 persons 
in one form or another and the total number of ration days when the 
persons were given rice and bajri was nearly a quarter of a million. 
Passages were also obtained and distributed free to nearly 500 per¬ 
sons who left by steamer for their homes and similarly to 200 persons 
free railway tickets were issued. About Rs. 24,000 in all was 
spent and out of 19 thousand rupees of balance from receipts over 
expenses, Rs 5,000 was reserved against future general strikes in 
Bombay City, and the remaining Rs. 14,000 were distributed to 
various funds for purposes of general labour organisation. It is a 
source of comfort to notice that the sympathy of the English Labour 
has been evoked through the kind exertions of Mr. Joshi and about 
2,500 was received from several associations in England and 
Amsterdam. Reciprocally, this Union was also able to send a do¬ 
nation of 25 towards tne General Strike fund in England in May 
last. The organisers desire to ‘‘frame the rules in a first class 
manner and in complete accordance with the law as laid down in the 
Trade Union Bill” and in every sense this bids fair to be a model 
Trade Union. In concluding we shall, m the next paragraph, deal 
briefly with a few of the leading principles of Trade Unionism in 
theory and in practice. 

fO. Trade Unionism—in theory and in practice .—We have 
more than once stated that the principle function of trade unionism 
is the marketing of labour,—performing for labour one of the func¬ 
tions which a merchant performs for his goods, that of determining 
the market price. Very scxin it becomes impossible to stop merely 
with that, because many kinds of work expose the workmen to 
fatiguing and unhealthy conditions, or at least to dangerous and 
offensive cirumstances. These lead to questions of hours of labour, 
wages and bonus, conditions of employment, or in any case to discip¬ 
line, promotion and discharge of men. In some, cases the first 
group of demands, in others, as in this country where strong S(x:ial 
and community feelings exist, the latter group of demands arise. In 
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either case, conditions affecting output and costs arise and come in 
conflict with the employers and indirectly with the consumers. The 
power of the trade unions over output is even more insidious. If 
the workmen in any industry, either individually or through their 
union, adopt a standard rate of output pei* head, it is difficult for 
any authority to dispute its reasonableness, and still more difficult 
to make them produce more. Trade unionism has in these senses 
some of the characteristics of an industrial monopoly, and that 
is why for instance, at the present coal crisis in England the 
miners want a national settlement rather than district settlements. 
The ultimate basis of this power is the general strike, and although in 
England at the present time such a strike has resulted in a stalemate, 
it must be recognised that the general strike may be a formidable 
weapon of revolution or resistance against a non-demexTatic form 
of government. It did in fact play a prominent part in the defeat 
of the Kapi) Putsch in Germany in 1920 and in the defeat, last 
year of the Indian Government In Germany the problem was 
how to oust a non-representative rebel government that had seized 
the reins of power. In India an unpopular duty was imposed by 
Section 6 of the Cotton Duties Act, 1896 on cotton goods produced 
in the Indian mills and in the middle against all previous decisions 
to hold out, the Governor-General was obliged to issue, in exercise 
of the powers conferred by Section 72 of the Government of India 
Act, an emergency ordinance for its suspension. But the general 
strike is not an unmixed blessing nor is it successful at all times. 
Strikes in public utilities, in transport, railway, etc., are soon ended, 
by calling in military aid (apart from the fact that transport is a 
military art), and by direct intervention of the Government who may 
commandeer everything as in the recent English strike. Moreover 
the consumers upon whom it exerts pressure include all the 
strikers themselves, and being the chief sufferers they quickly 
break down. Add to this the lack of any system of organised 
\y)or relief and it is no wonder that the circumstances in India are 
so conspicuous, as will be seen from another Paper. Our bonus 
disputes, it will be shown are relatively more frequent, and pro¬ 
bably point to a weaker industrial organisation wherein there is 
no equalisation method in the distribution of profits and by which 
the natural anticipations of labourers may be placated. For an 
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admirable account of the psychological elements in the problem 
which go a long way to the rousing of the feelings of labour, I 
would refer to W. A. Orton “ Labour in transition (since 1914)” 
and particularly to the last chapter in it. Of equal instructiveness 
is the editorial article in the “ Edinburgh Review ” for October 
1922 “ Labour’s disillusionment ”, One more point. It has been 
stated that in an effectively democratic country a general strike is 
hardly possible, because there is the ordinary legal resource of 
electing its own representatives to do what is desired. But the 
organisation of a stable political majority is no easy task. I am 
not referring to the experience of Russia, but to that of the consti¬ 
tutional Ramsay Macdonald’s and where the United Kingdom and 
the United States are behind the race where is India } 

The enormity of the literature on the subject of trade unionism, 
and its broader relationship to industrial and economic history has 
already been referred to. It is thus difficult for one to make a 
selection : but next to politics everyone seeks to “ dabble ” in 
business problems For this purpose, the admirable b(X)ks of 
Mr. S. and Mrs. B. Webb are inspiring introductions : “ A his¬ 
tory of trade unionism ”, “ Industrial democracy ”, “ A constitution 
for the sixTialist commonwealth of Great Britain ”, “ Co-operative pro¬ 
duction John R. Commons ’ “ Trade Unionism and Labour 
problems ” is a classical symposium of views by various authors on 
different aspects of the labour problem. The Bulletins of the 
Workers Educational Associations of South Australia (particularly 
No. 5,“ Modern Economic History”) would be valuable for interna¬ 
tional comparisons. But a vol ime of assimilated and arranged 
literature with original statistics is obtainable from the various 
official Labour publications; ” The International Labour Review ”, (‘') 
“The Ministry of Labour Gazette” (‘’') “Monthly Labour Revievv”, (*®) 
and “ The Bombay Labour Gazette ” (*”) being the more useful 

(17) Issued l)y the Geneva Internatioual Labour Office, now in Vol. 13. 

(18) Printed by H. M. Stationary Office, London, now in Vol. 34. 

(19) Edited by the United State.s Labour Commissioner, now in Vol. 22. 

(20) Published by the Labour Office, Government of Bombay, now running into 
Vol. 6, 
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1 —The problem. 

The primary function of Trade Unionism is to organise the 
marketing of labour—the price at which libour is to be sold. The 
fixation of wage, simple as it may seem, is a very complicated issue, 
and businessmen, economists and statisticians are not agreed even 
upon the proper term to employ! to wit, we have the medley of 
terms, nominal wage, real wage, economic wage, “ efficiency wage 
standard wage, minimum wage, “living wage proper wage, each 
with a definite connotation, lietween Ricardo, Cave Committees 
and Index numbers, the actual workmen may be misled, “ black- 
legged ”, starved, and any or all together, strike,and impo.se upon them¬ 
selves heavy sacrifices. ‘‘ While the employers face pecuniary loss, 
the workmen face privation. The sacrifice of the employer is an 
affair of the balance-sheet, if they decide to stand out at the cost 
of a stoppage of work, that is because they believe that in the 
longer run the gain will outweigh the loss. 'Fhe .sacrifice of the 
workmen is direct and personal and claims consideration accordingly 
as direct evidence that they care about the matter in dispute Their 
cause gams strength and moral power, which influences the employer 
and incidentally also public opinion “(^). It is this influence over 
the employer and incidentally over the public opinion that is wide¬ 
spread and has materialised itself in welfare work ; and (as in every 
S(x:ial or government manifestation) in preventive, regulative and 
constructive stages This leads ns to the three aspects of the labour 
problem—Industrial peace, Industrial welfare and Industrial legis¬ 
lation The natural and scientific approach to the subject is 
through the analysis of the causes, casnalities and the results of the 
Industrial disputes themselves. 

(i) R. G. Hawtrey : “ The Economic Problem ” (Longmans 1926), p. 331. 
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2 , —Hie SeientiSc approach. 

An elaborate and fairly vigorous volume of work has now been 
achieved, notably by the American School of Statistical Economists 
in the analysis of^ the causes, incidents and results of industrial 
unrest. Whereas the fiscal and commercial implications of strikes 
and disputes have been largely studied, it has also been demonstrated 
by numerous studies that conditions of economic distress directly 
affect various phenomena of social life. Dr. W. A. Berridge intro¬ 
duces his valuable study ** Cycles of Unemployment'' (^) thus: 

* largely as a result of fluctuations in the economic prosperity of 

wage earners, there are found to be pronounced cycles of suicide, 
crime, prostitution, pauperi.sni, marriages, migration and other social 
problems ’. This kind of correlational calculus applied to the study 
of the social consequences of Business cycles is of absorbing interest 
—of course to those who do work at them—but it is one of the 
purposes of this paper to direct the attention of Indian economists 
to the deplorable lack of suitable data due to which it has been impos¬ 
sible to make comparative contributions to statistical Economics, 
and to canvass their influence for remedying this by ‘ conciliation ’ 
or ‘ legislation It is not the faddist merely that wants to rest 
these sociological and economic investigations on that firm found¬ 
ation which results from a proper use of mathematical analysis 
There is the mild reproach of Lord Kelvin : “ When you measure 
what you are speaking aboij|i and express it in numbers, you know 
something about it, but when you cannot express in numbers, your 
knowledge is of a meagre and unsatisfactory kind " (®) ; or the 
flambouyant threat of Arne Fisher : “ The genius of the Italian 

Renaissance Leonardo Da Vinci, as early as 1479, proclaimed that 

* no part of human knowledge could lay claim to the title of Science 
before it has passed thiough the stage of Mathematical demon¬ 
stration Comparatively few branches of learning measure up to 
the standard of Leonardo Da Vinci and our learned friends among 
the economists and s^iciologists have a long road to travel befoie they 
succeed in placing their method in the coveted niche of science’'(*), 

♦(2) Polldk Foundation for Economic Research • Publication No. 

(3) Qnot«*d by Karl rear'*c>n in “ Paitles fot Stntistinans and Btontetnetans^ *’ 

p. VIII. 

(4) Arne Fisher “ brequency iuriex^ *’ p, 5. 

16 
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3.—Analysis of trade disputes* 

An analysis of trade disputes may, therefore, be now undertaken. 
The data available are, of course, very limited and have been solely 
compiled from (i) the monthly record of industrial disputes in 
Bombay Presidency published from time to time in the Bombay 
Labour Gazette ; (2) the Report of the working of the Factories 
Act in India in 1925 ; and for comparative purposes (3); while the 
short notes relating to England and Ireland published in the Bombay 
Labour Gazette, Vol. 5, Pp. 1077-8 (July 1926), have also been 
used. The statistical analysis will be confined to the two broad 
issues :— 

(A) Is the incidence of the several conditions differential in the 

different areas; Bombay Presidency and Ireland, India 
and the United Kingdom ? 

(B) What is the measure of association between the respective 

variables that enter into the industrial disputes, the 
Strikes ? 

More specifically; 

(I) Are (a) the general conditions, (^) the trades affected, (c) 
the causes inciting, (rf) the outcomes resulting, (e) the durations 
lasted, and (f) the seasons concerned,—are these alike or nearly 
so, among England, Ireland, India and Bombay Presidency ? or, if 
there are differences, to what extent arc they constitutional as con¬ 
trasted against casual fluctuations ^owable by random sampling 
alone ? 

Similarly, 

(II) How are the different factors (a) Trade, (fi) Duration, (^) 
Extent (or numbers) of people affected, (d) Cause, (e) Result 
mutually associated with each other—by pure chance or, is there 
after the elimination of the chance component any measure of con¬ 
tingency of association ? The usefulness of reliable conclusions on 
these sets of questions is obvious, and would constitute suitable 
guides for any scheme of welfare or conciliatory work. It is much 
to be regretted that the size of the data analysed below is limited, 
foi after the close of an elaborate and painsome numerical work, the 
apologia, the results obtained are not conclusive but only suggest 
the trend is a poor consolation ! 
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4. Is the incidence of the several conditions diferential ? 

{a) The general conditions, —In the Bombay Presidency during 
the quinquennium 1921 (April)—1926 (March), there were 492 
strikes affecting over 7J lakhs of persons (nearly the population 
of Kadur and Sbimoga Districts put together) and resulting in a 
duration of 24 million ‘working days’ in the aggregate (equivalent at 
the rate of Rs. 1-4-2, the average daily earnings of all workpeople in 
the mills in Bombay City, to 302*5 lakhs of Rupees or nearly ten- 
elevenths of the annual revenues of Mysore). Fourteen among these 
affected more than one establishment industry or locality and one, 
which is also the most recent, was a general strike of nearly lakhs 
of persons in 80 mills of Bombay lasting for nearly three months 
and resulting in a duration of nearly ii million working days. 
Omitting the figures relating to this last one, the comparative 
statistics are as follows :— 


TABLE I. 


Country. 

United Kingdom 

India 

Bombay Prescy. 

Ireland 

Period 

1924 

*925 

1925 

1921 to 1926. 

1922 5. 





(Annual average in the period.) 

No. of strikeri«. 

710 

604 

134 

89 

ro5 

Av. nuinl.er of 






persons involved 
in strike. 

666 

786 

887 


181 

Av. Duration in 






working days of 
each strike. 


13,188 

1 1 . 861; 

26,2 14 

S.829 


It will be seen that the strikes are relatively more frequent in the 
United Kingdom and naturally so in view of her vast industrial 
activity but neither in the average number of persons involved, nor 
in the duration in working days of each strike, is India significantly 
different from the United Kingdom, while the Irish strikes 
seem to be of lesser extent Obviously the place of Bombay 
Presidency is predominant in India, but what is more necessary to note 
is the comparatively larger extent and longer duration of the strikes, 
to both of v\^hich more detailed reference will be made in the sequel. 
It is now, however, sufficient to remark that in comparison of the 
country as a whole, Bombay Presidency claimed in ^921, 

51 per cent, of the number of strikes, 

65 per cent, of the persons affected, 
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and 90 per cent, of the duration in working duration ; 
and that in comparison witii the Presidency, the City of Bombay 
claimed 

SI per cent, of the number of strikes, 

75 per cent, of the person affected and 

85 per cent, of the duration in working days. 

[b) The affected trades .—These will naturally follow the general 
industrial concerns of the locality, and in so far as Indian conditions 
are concerned it is to be noted that the single group “Textiles” 
claimed about 

63 per cent, of the number of strikes, 

81 per cent, of the persons affected, and 

90 per cent, of the duration in working days. 

This preponderance is even more pronounced in the Bombay Presi¬ 
dency where in the Quinquennium under investigation. Ibis industry 
claimed 

79 per cent, of the number of strikes, 

93 per cent, of the persons affected, 

and 94 per cent, of the duration in working days. 

The rest of the statistics are not directly comparable, but the scatter 
in the United Kingdom is wider, affecting among textiles, 40 per 
cent of the people, and in mining, the next largest single industry 
affected, 29 per cent. In fact, it is necessary to bear in mind here 
as well as throughout in the discussion, that each trade has its own 
units of measurement and its own variability. 

(c) The causes of the strikes .—Considerable refinement may be 
possible in the expression of the intimate and ultimate causes 
prompting the strikes, but they may all be included in terms of the 
five factors: Wages (W), Bonus (B), Leave, Hours and other 
working arrangements (L), dismissal, re-instatement of Personnel (P), 
and all others (Z). The relevant statistics are grouped in the 
following Table: 
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Actual distribution Percentage distribution 


Cause 

U, K. 

2 years 

India 

I year 

Bombay 
5 years 

Ireland 

4 years 

U. K. 

India 

Bombay 

Ireland 

W 

952 

1 

6 s 

222 

184 

1 

72*44 

48'SI 

45**2 

4360 

B 


6 

S3 1 

42 

i 

4'48 

10*77 

9-96 

L 1 

67 


70 

47 

S‘*o 


14*22 

IT*I4 

1 

P i 


35 

t 

no 

93 

9'8y 

26 12 

22*36 

22*04 

Z 

16s 

28 

37 

S6 

* 2*57 

20*89 

7*53 ' 

13*26 

Total 

i 

1 

*34 

492 

422 

100*00 

100*00 

ico*ou 

100*00 


This table is not directly comparable owing to the different con¬ 
ventions of grouping the causes; as for instance, in the United 
Kindom 69 strikes on account of ‘ Trade Union principle’ go into 
the Miscellaneous group and perhaps also those arising out of 
‘ Bonus ’ disputes have been included under ‘ wages Taking, 
therefore, those arising out of trouble in Personnel, such as dismissal, 
re-instatement or ill-treatment of, or by, persons, we notice that this 
cause accounts for 26'12 per cent, of the cases in India, 22 36 in 
Bombay, 22 04 in Ireland, whereas only 9 89 per cent, m the U. K. 
Arc these differences due to the differing numbers of total strikes 
investigated, due to mere chance and to random sampling such as 
may vanish if we had merely extended our observations; or, are 
the fluctuations more than should be expected by theory and, there¬ 
fore, are more constitutional than casual and will persist under 
any set of observations ? Now it is known that if p represents the 
probability of an event being grouped under a certain cause and q 
its not being so, when a large sample of size n is investigated, the 
probable error of p is '6745 V^/n- Thus working oUt these values, 
the chance of a strike arising out of this “ personnel" cause is 
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‘0989 in the United Kindom with a probable error of 0056 


•2612 in India 

If 

>1 » >> 

•0256 

2236 in Bombay 

» 


•0159 

2204 in Ireland 


»> » » 

■0136 

Moreover, we know also that the probable error 

of the 

differences of any two samples is 

given 

by the hypotenuese law 

V [Square olf P. E. of I + Square 

of P. E 

. of 11]; which 

gives the 

following expected differences when 




India 

Bombay 

Ireland 

U. K. is compared with 

*0262 

0169 

*0147 

India ,, „ „ 

.. 

•0302 

0290 

Bombay „ „ 

The actual observed diffe¬ 



0210 

rences are however, be¬ 
tween U. K and 

1623 

•1247 

1215 

India and 

.. 

0376 

0408 

Bombay and 

The observed differences 

* • 

• • 

*0032 

expressed as multiples of 
the expected ones are 
thus between U. K. and 

619 

738 

8-45 

India and 

.. 

r24 

1-41 

Bombay and 

.. 


015 


With these results we can confidently expect that the differences, 
if any at all are observed between the incidence of strikes on 
account of personal causes in India and Bombay and Ireland, are 
not ‘ significant \ but are in these countries ‘ significantly ’ larger 
and more frequent when compared with the incidence of the same 
cause in the U. K. and will persist even under repeated observations. 
This statistical verification, it is hoped, will justify the note 
“ ‘ personnel ’ includes disputes over demands for the re-instatement 
of individuals dismissed from service by employers. Such disputes 
are very common in industrial concerns in India and arc believed 
to be without parallel, as far as numbers are concerned, in any part 
of the world’* (®), and not induce one to brush aside such condemna¬ 
tion as due to the bias of the official mind. Lord Kelvin’s rebuke 
quoted above is perhaps only too mild ! 

(5) Bombay Labour Gazette (April, 1926), p. 780. 



K. B. MABHAVA 


2S7 


We may next investigate similarly the incidence of the cause 
“ Wageswhich is quite naturally the largest single individual 
factor inciting strikes. The following steps illustrate the 
working:— 


The chance p that the strike 

U. K. 

India 

Bombay 

Ireland 

is due to ze/ is .. 

and since the number n of 

7244 

■485* 

•4512 

•4360 

strikes investigated is .. 
the probable error of the 

I 3>4 

•34 

492 

422 

above chance is .. 

The observed differences in 

the above chances are 

0091 

■0285 

•0149 

•0161 

between U. K. and .. 

India and 


■2393 

■2732 

■0339 

'2884 

•0491 

Bombay and 
While the expected differ¬ 
ences are between U. K. 




•0152 

and 

India and 
Bombay and 

Hence the ratio 

observed difference 

expected difference 


•0303 

•0173 

■0343 

0183 

0334 

0222 

bet wen U. K. and 


790 

i 5'82 

‘577 

India and 



099 

‘■47 

Bombay and ., 



. 

. 0-68 


Here the same conclusions as in the case of the “personnel” 
disputes appear also, vt^.y that while wages do not differentially 
influence in India, Bombay and Ireland, the force of that factor 
in these countries is “significant” differently from that existing in 
the United Kingdom If it be contended that as “Bonus” disputes 
are not scheduled in England separately and, therefore, valid com¬ 
parisons can only be made by combining the factors W and B also 
in India, Bombay and Ireland, the following numerical results 
suggest that the conclusions are not upset. 

The probabilities are7244 0091 ; *5299 '0291 ; *5589; 'ocsi ; 
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and •53$6 t'0i64 in the U. K., India, Bombay and Ireland respec¬ 


tively ; and the ratios 


o bserve d differ ence 
expected difference 


between U. K. and India, 


U. K. and Bombay, U. K. and Ireland are 6*43, 9*60 and 
1028 respectively; while those among India, Bombay and Ireland 
remain as “insignificant' as before. It thus appears that among 
Indian conditions as contrasted against those in the U. K. “personnel” 
disputes have a ‘significantly' more frequent incidence, while 
“Wages” (or even “Wages and Bonus” combined) are ‘significantly* 
less forceable. If the former is agreed upon to be a more easily 
avoidable factor, one would feel inclined to suggest to strike 
sanitarians to specialise in “preventible diseases”. 


(d) The outcome of disputes .—It is only natural that the out¬ 
come of disputes is largely influenced by the causes which have 
originated them. The question “Are results differential ?“ is, there¬ 
fore, quite obvious; but the data commonly classified as “Completely 
successful” (S), “Partially successful or compromised” (C), “Failed” 
(F), would include in these categories various degrees of success 
and‘failure. The distribution of those that have been definitely 
settled, however, is as follows :— 


TABLE III 


Actual distribution Percentage distribution 


3 

cn 

0) 

. c« 

ndia 

year 

Q 

-O ra 

S ? 

0 ^ 

= % 


’■5 

X) 

i 

1 

cu 


N 

Hi ^ 

W 




PQ 

M 

s 

•^89 

17 

71 

94 

30 ’SS 

12*78 

'So-t 

I 22 98 

c 

669 

27 

66 

»S* 

S^'SG 

20*31 

i3'98 

36*92 

F 

215 

89 

335 

164 

16*89 

66*91 

70-98 

40*10 

Total 

T»273 

'33 

472 

409 

100*00 

100*00 

i 

100 ao 

1 

TOO 00 


While nearly 70% of the cases m India and Bombay turn out 
‘failures', only 17% are so registered in the U. K. Here, as also in 
Ireland, there is a large percentage of partial successes and 
compromises, but the definite successes also are more frequent. 
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That this is a persistent feature may be seen from the following 
results:— 


The ratio 

Observed difference 

Expected difference 

India 

Bombay 

Ireland 

Is between U. K. and.. 

8-31 

1099 

4 '6 o 

India and 


roi 

4-25 

Bombay and 

• • 

• • 

• • 4‘43 


Here Ireland parts company with India and Bombay, and of the 
six differences between the four countries, all excepting the pair 
India and Bombay are ‘significant*. This result may also be inter¬ 
preted as corresponding to the inclusion of the cases compromised 


also among the failures. Likewise considering the 
failure alone, the ratios of the 

chance of 

Observed difference 

Expected difference 

India Bombay 

Ireland 

Are between U. K. and 

17 60 34*30 

1302 

India and 

1*32 

713 

Bombay and 

.. 

14*31 

Hence the incidence of complete 

success (with or without the inclu- 

sion of partial success also in 

thc same category) as well as of 


complete failure (with or without the inclusion of partial success 
also in the same group) is ‘ significantly * different within the 
different countries (except of course with the pair India and Bom¬ 
bay) . It is thus evident that briefly put, Indian disputes arc more 
pcrsonneV' in demand and 1 ess successfiiV in outcome than those 
in England. 

(e) Durations of the strikes, —The question is next raised whe¬ 
ther the durations of the strikes are differential ? Unfortunately, 
comparative data are not available in detail ; but the average dura¬ 
tion of each strike (calculated on the basis of working days lost** 
divided by “ number of persons affected **) is in the U. K. 15*1 (in 
1924), and 19*8 days (in 1925) against 13*4 days in India in 1925. 
Likewise, against 23 0 days in Bombay (omitting the last general 
strike in Sept,—Dec. 1925 affecting 80 mills), the-average is 32*6 
days in Ireland. The tendency is perhaps for the English strikes 
to be of longer duration, but in the absence of frequency distribu- 

17 



260 


ANALYSIS OF TRADE DISPUTES 


tion no definite results can be indicated. Confining our attention 
only to the Bombay Presidency, the following table gives the cell- 
frequencies in the various cities according to the different durations. 


TABLE IV. 



D 

U K 

A 

T I 

0 N 

S. 

City. 

1 

1 day. 

2—s 

days 

6—IS 

days 

6—30 

days 

Over 30 j 
days 

Totals, 

Bombay 

58 

100 

71 

JO 

10 

249 

Ahmedabad .. 

52 

77 

31 

3 

4 

167 

Rest 

IS 

25 

21 

9 

6 

76 

Totals 

125 

202 

123 

22 

20 

49 * 


This table yields X“=26 9, (!)=’2238, C„='2277 and Ci='07S; 
which may suggest a differential relationship. But analysing it 
further (by confining only to those which have not exceeded a 
fortnight) the constants reduce to X®=8'46, d)=:'i382, Cj—1370, 
and €1= 057. 

The incidence of strikes of these shorter durations is perhaps 
similar in the various cities of the Bombay Presidency, while those 
of longer durations (namely a fortnight to a month or a month and 
longer) are very differently occuring in the different places, nis., 50 % 
of the expectation in Ahmedabad (7 against I4'3),93% of the 
expected in the city of Bombay (20 against 21 4), and 238 % of ex¬ 
pectation in the rest of the cities of the presidency (15 against 6 3). 

(f) Seasonal incidence. —Finally, is the incidence of the strikes 
in India differential in the various months of the year suggesting 
cyclical or seasonal variations ? The Editor of the Bombay Labour 
Gazette says “ A careful perusal of the figures in the above table 
will show there is no ground for deducing a climatic influence in 
the case of the disputes under review.... The figures, therefore, 
do not reveal any specific tendency to show that the industrial 
disputes in the Bombay Presidency are more likely to begin in any 
particular month or months during the year” (®). It is perhaps 
very late in the day now to ignore the presence of business and 
demographic cycles. “ Biographies and autobiographies are full of 

(6) ■* Bombay Labour Gazette” Vol. j, p. 880 (May 19*6). 
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them. Business enterprise is the application of mental effort to 
the transformation of our physical environment. Anything which 
affects the emotions of men must necessarily affect their ability to 
make decisions, anticipate decisions or postpone decisions*' (^). The 
classical economists Stanley Jevons(^) and A. C. Pigou(®) recog¬ 
nised this * ebb and flow’, the errors of optimism and of pessimism*. 
A. N. Hansen deals specifically with “ Cycles of strikes **, and 
elaborates the same in the Thesis “ Cycles of prosperity and depres 
sion in the United States, Great Britain and Gei;many *'(^ 0 . Even 
attempts at industrial democracy are correlated with business cycles: 
P. H. Douglas writes on “ Personnel problems and the Business 
cycle ” and V. W, Lanfear on “ Business fluctuations and the 
American Labour Program ” ('“). The present data themselves 
would have been analysed in all the elaborateness developed by 
Prof. Persons and the Harvard Committee on Economic Research 
had they been large enough and extended over at least lO years. 
In the absence of that only crude tests can be employed. Out of 
the 492 strikes in the Bombay Presidency, on the average one- 
twelfth or 41 should have commenced in each month of the year 
and the standard deviation should have been V^2^^y+7^===:6‘3i. 
Consequently the probable error of any individual frequency in any 
particular month should have been 4*135. While the actual distri¬ 
bution generally is between excepted limits'^, the numbers in June 
(in defect by 16 or 3 869 times the probable error) and in Novem¬ 
ber (in excess by 14 or 3*386 times the probable error) call for 
some amount of hesitancy. Generally speaking, during the second 
half of the calendar year (July—December) there occur 32 strikes 
more than in the first half against a probable error of 7*482 (/. 
4*277 times the probable error) which is probable a ‘ significant * 
deviation. Although the excesses over the expected number in 
each month are scattered, the accumulated effect of the excess in 
succeeding months is so conspicuously adjusted as to throw all 
positive deviations along a diagonal band, 

(7) M. B, Hextfr “Social Consequence.s of Business Cycle.s”, p. 174. 

(8) Stanley Jevons “Investigations in Currency and Finance ”, p. 184. 

{9) A. C. Pigou : “ The Economic’'* of Welfare ”, pp. 8^i>48. 

(10) A. H. Hansen in the “ American Economic Review”, Dec. 1921, p. 648. 

(11) “ University cf Wiscinsin : Studies in the Social Sciences and History *. 

(12) “ Administration” : July 1922. 

(13) “ Columbia University Studies ill History, Economics and Pullic Law’ 
Vol. 110, No. 2, 1924. 
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Notice the arrangement of the numbers over expectation (printed in thick italics) in nearly one diagonal group, pointing out the 
importance of the second half year. 
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Nextly, it was attempted to 6nd out the goodness of fit of thd 
distributions by months, on the one hand, of the 133 strikes in India 
and the 492 strikes in Bombay, and on the other, between the 249 
in Bombay City and 167 in Ahmedabad. These data yield X^r=: 
23*12 in the first, and X”=244*90 in the second, but in dealing 
with small numbers severe strain is thrown upon individual freaks 
in November Ahmedabad has 19*7 % of the total) and, it 
is regretfully owned that after much calculation this test suggests 
nothing. Only one more feature will be stated if it may suggest 
that owing to the differential force of causes, the incidence by 
months may also be seasonal. Thus in about 160 cases in Bombay 
in the period August 1921—July 1922, 26 were on account of Bonus 
and such disputes can arise only after the bonus becomes due; 
and it happened that of these 26 all but 3 were in the second half 
of the year and as many as 14 in the single month of November. 
Sir Alexander Murray speaking at the 1921 annual meeting of the 
Associated Chambers o{ Commerce in India nnd Ceylon, exclaimed 
“ I do not know why these strikes in Madras always take place in 
autumn In October 1918 there were strikes in Madras in the 
Buckingham mill ; in November [919 there were similar strikes 
and again in October of the following year there was a repetition 
of those strikes. In other areas they generally take place in spring, 
but you have the undoubted fact that for three successive years 
there have been labour strikes in Madras in October—November 
Mr Burnett'Hurst thinks (see p 87 of his book) that there is a 
seasonal variation in the building trades. It is possible that there 
is a seasonal variation in the strikes, but in the absence of requisite 
data Pearson s methods cannot be utilised and one has to be content 
with the indications suggested by the above three or four crude 
tests. 

5. Association between the different factors in strikes .—We may 
now take up the second question; what is the measure of association 
between the different factors: 

{d) the kind of trade affected, T, 

(p) the duration of the strike, D, 

(r) extent or number of persons involved; E, 

{d) cause or demand originating the strike, C, 

{e) the result or the outcome of the dispute, R ? 
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Are these factors mutually associated with each other by pure 
chance, or is there, after the elimination of the chance component, 
any measure of contingency of association ? Now these variables 
(except perhaps D and E where there are wide groups) are mostly 
categorical and can be grouped only in broad attributes. The usual 
correlational calculus employed for treating quantitative data is not 
here available and one is necessarily put to use the special methods 
developed by Karl Pearson on the theory of contingency. Even 
here the most modem refinements (*'*), for the probable errors, or 
for partial correlation, cannot be attempted owing to the paucity of 
the data. We will confine ourselves to calculating the crude mean 
contingency with respect to each of the ten pairs that are possible 
by selecting two at a time out of the five variables, T, E, D, R, and 
C, even if it may not be with the promise that “ since the attitude 
of the public toward industrial disputes,.... must change with the 
degree of relevant scientific information that is available at least 
with the hope that “ the practical work of the statistical economist 
bridges the gap between crude facts and the general reasoning 
Now the material relating to 160 stiikes between August 1921 and 
July 1922 in the Bombay Presidency compiled from the monthly 
issues of the Bombay Labour Gazette, is set about as a result of 
several sortings in the following 10 Tables. 

fi4) T. L. Kelley : Statistical Method \ Chapter X (Pp. 231-271). 
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Result. 

TABLE VI. 




Successful. 

S 

Compromised. 

C 

Failed. 

F 

Totals, 

1 

Totals. 

3 * 

1 

1 

21 

io8 

160 


Wages : W 

8 

B 

38 

54 

0) 






d 

d 

U 

Bonus : B .. 

1 

12 

7 

7 

26 


Personnel P 

3 

4 

34 

4 J 


Miscellaneous ZZ .. 

8 

1 

2 

1 *9 j 

1 ' 

39 


TABLE VII. 



1, 2 or 3 

18 

9 

47 

74 

G 

s 

4 , 5 0 ** 6 

6 

4 

22 

32 

d 






a 

Q 

7, 8 or 9 

4 

4 

13 

31 


r 0 or more days 

3 

4 

26 

•^3 



TABLE 

VIII. 




Small : S (—199) 

11 

8 

35 

54 

Extent 

Betwixt ; B (200-499) 

*3 

9 

32 

54 


Large; L (500 Sc more) 

7 

4 

41 

52 



TABLE 

IX. 




Textiles. 

2 () 

IS 

«7 

128 

Trade. 

Transport and 
Engineering 

3 

3 

11 

17 


! 

1 Miscellaneous 

3 

3 

10 

IS 
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TABLE X. 

Cau^. 



1 

W 

B 

P 

Z 


I, 3 or 3 

23 . 

8 

19 

24 


4 » 5 or 6 

12 

6 

10 

4 

c« 

a 

Q 

7. 8 or 9 

7 

5 

4 

1 S 


10 or more days 

12 

1 

7 

8 

6 

i 


Totals .. 

[ 

54 

1 

26 

41 

39 


TABLE XL 

Extent. 




s 

B 

L 


T, 2 or 3 

27 

22 

25 

§ 

4, S or 6 

*3 

M 

5 

rt 

fc* 

a 

Q 

7 , 8 or 9 

TO 

7 

4 


10 or more days 

4 

11 



Totals 

54 

54 

, 52 


TABLE XII. 

Trade. 


1 


Tex. 

Trans. & Eng. 

Misc. 

Total. 

! 

1, 2 or 3 

61 

8 

5 

74 

p 

4, 5 or 6 

21 

5 

6 i 

32 

0 

<s 

7, 8 or 9 

18 

I 

2 

21 

SJ 

Q 

TO or more days 

28 

3 

2 

33 


Totals 

128 

17 

IS 

160 
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TABLE XIH. 

Cause. 



W 

B 

P 

Z Total? 

1 

Totals. 

S4 

26 

41 

i 

39 ; «6o 

1 

Textiles. 

40 

23 

32 

1 

33 12S 

Transport 
and Engineer¬ 
ing. 

3 

I 

7 

6 

•7 

Miscellane¬ 

ous. 

11 

2 

2 

0 



TABLE XIV. 



Small. 

23 

II 

15 

s 

S4 

Extent. 

Betwixt. 

16 

.0 j 

1 

.. J 



54 


Large, 

1 


s ^ 

1 

1 

II ! 21 

1 

52 


TABLE XV. 

Trade. 


Textiles 

Transport and Eng. ; Miscellaneous. 

1 

38 

7 

9 

46 

1 

6 

2 

44 

4 

4 


18 
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6. The method of treatment ,—^The method employed in extract¬ 
ing the conclusions from the data is, as stated already, that invented 
by Karl Pearson for the derivation of the co-efficient of mean con¬ 
tingency. An indication of the significance of this co-efficence of 
contingency as a measure of the ass(X:iation is given by the follow¬ 
ing consideration: From Table I it is seen that out of i6o strikes 
examined 31 were successes, 21 compromises and 108 failures. If 
now the outcome of these strikes that were declared out of every 
cause, say for instance the 26 Bonus demands, was similar to the 
outcome in the whole of the material investigated, we should have 
had 21 times 31/160 or 5*04 successes, 26 times 21/160 or 3*41 
compromises and 26 times 108/160 or 17*55 failures. Against 
these numbers derived by independent probability we have i ? suc¬ 
cesses, 7 compromises and only 7 failures. We find, therefore, that 
in the Bonus demands the successes are considerably more and the 
failures fewer than would be given by ‘chance* or ‘independent 
probability*. These deviations suggest that the outcome of a strike 
is in some manner related to the nature of the demand and it is 
required to determine rigidly from all of the data of the Table the 
quality and the degree of the association between the two variables. 
To this end, the numbers expected by independent probability are 
computed in the above manner and the results stated in the Table 
below, numbered correspondingly. 

Tables of frequencies by independent probability. 


Result TABLE VI (a). 




1 

S i 

! 

C 

i 


Totals 


Totals 

1 

21 

108 

160 


W 

10*46 

7*09 

3645 

54 

a> 







B 

5*04 

3*41 

i7'S5 

26 







i 

P 

7*94 

538 

27-68 

41 


ZZ 

7*56 

S'J2 

26-32 

39 
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TABLE VII (a). 



1,2 or 3 

i4'34 

9 7* 

49‘95 

74 

1 

4,5 or 6 

6*20 

i 

4*20 

1 

2t 60 

32 

2 

(S 

7,8 or g 

4*07 j 

276 

14*17 

31 


10 or more days 

6*39 

4*33 j 

* 22*28 

33 


TABLE VIII (a). 





1 


• 


Small 

io**^6 

1 

7*09 

36-45 

54 

c 




1 


<U 

X 

Hetvvixt 

io ’46 

7*09 

I 36-45 

54 





1 



Large 

10*08 

6*82 

3S-io 

52 


TABLE IX (a). 


i 

1 

i 

Textiles | 

24*80 

i6-8o 

86*40 

128 







<x 

Transport 

329 

2*23 

11*48 

17 

H 






Miscellareoiis 

2*91 

! 

197 

j 10*12 

I 


TABLE X (a). 
Cause 
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TABLE XI {a). 
Extent 



S 

Betwixt 

L 

Total. 

S4 

S4 

S* 

* or 3 

24*98 

24*98 

24*04 

4 , S or 6 

io’8o 

io‘8o 

10*40 

7, 8 or . • 

7 09 

7*09 

6*82 

10 or more days 

ii*J 3 

11*13 

10*64 


TABLE XII (a). 
Trade 



Textiles 

1 

Trans porl.s ' 

Miscellaneous 

Totals 

Tntal 

128 

17 


160 

1,2 or 3 

59 20 

7*86 

6*94 

74 

4, 5 or 6 

25*60 

340 

1 3*00 

32 

7, 8 or 9 

i6*8o 

2*23 

! 1*97 

21 

10 or more days 

26*40 

3*51 

3*09 

33 


TABLE XIII(«). 
Cause 


1 


w 

B 

P 

zz 

Totals. 


Totals. 

54 

26 

41 

39 

160 

Trade. 

T, ex. • • 

I'rans. .. ! 

Misc. 

43*20 

5*74 

5 *06 

1 

20'8o 

276 

2*44 

32*80 

4*36 

3*84 

3**20 

4*14 

I 3*66 

128 

17 

IS 

TABLE XlV(fl). 


i Small 

f8*22 

8-78 

i.r84 

13*16 

54 

Extent. 

Betwixt 

1 

! i8*22 

1 

878 

M‘84 

13*16 

54 


Large 


1 8*44 


12*68 

52 
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TABLE XV(«). 

Trade 

Textiles 12S. 

Transport 17. 

Miscellaneous 15. 

43 ‘ 2 o 

5*74 

5*06 

43-20 

5*74 

S*o6 

41*60 

5*52 

4*88 


7. The tabic of results ,—The deviations from the independent 
probability of the same sign or some function of the deviations may 
be taken as a measure of the asscx:iation. Based upon the former is 
what is called ‘the co-efficient of mean contingency’ denoted by Ci, and 
based upon the second, wherein the squares of the deviations are con¬ 
cerned, IS ‘the co-efficient of mean square contingency’ denoted by Cj. 
The range of their values is from zero to unity and although refined 
corrections are not attempted here, it may be taken here, having 
regard to the size of* the data, that values of C2 about**3 denote stable 
association, those between *2 and '3 are probably associated, while 
values less than 2 are probably unreliable. Now making these 
computations, which are too numerical to be set down here, we have 
the following table of values of C2,in which to those due to the present 
investigation and added for the sake of comparison, values of a 
similar inquiry by Mooie^". 


This paper 

TABLE XVI. 

Moore’s results 

•385 

(C and R) 

79 (Size of Est. and Employ¬ 



ment) 

Stable asso- '310 

(C and T) 

32 (Rate of Wages Result) 

ciatim. 309 

(E and D) 

■32 ( Do. and size of Estab.) 

294 

(C and E) 

•30 (C and R). 


(15) II, L. Moore : The Laws of wages from various placej in page^ 116*156. 
Besides this certain other passages also are quoted from the same source* 
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Probably 

associated. 

‘204 

•201 

*198 

(C and D) 
(E and T) 
(D and T) 

*25 (Rate of Wages and Age) 
•23 (R and strength of union) 

21 (R and D) Data from Ger¬ 
many 

.16 (Ditto) Data from France 

Doubtful } 

■174 

(R and E) 



162 

(R and D) 

06 (Size of Est. and age) 


093 

(R and T) 



8 . Remarks on the above .—We are now in a position to draw 
certain conclusions : 


(1) Out of ten results stated above connecting each of the two 
variable T, E, D, C ancTR, in which each of the variables occurs 
in combination with the others in four places, Cause (C) is a signi¬ 
ficant correlative in three places, viz, with R, E, and T. 

(2) Result (R) is very significantly governed by C, but the 
other three factftrs, have very uncertain influence ; in which, however, 
the order of declining importance is E, D and T, bringing into relief 
the importance of (E) extent or strength of labour organisation. 

(3) Extent (E) or the number of persons going into strike has 
its influence, however, in the following order, determining D, being 
governed by C, or by T, and fixing up R. 

(4) The duration D of each strike is influenced mejst by E, 
next by C, and then by T, but is least significant in determin¬ 
ing R. 

(5) The last function T, thus has the reciprocal force of each 
of the other factors. 

(6) Only three of the nine results quoted from Moore are 
directly comparable with mine and are also in agreement happily 
with that, viz., C and Rare singnificantly asscjciated, and R, D, at least 
in Eiance, has the same value one as obtained by me (€2—162). 
The greater the duration of a strike the less likely is its outcome to 
be favourable to the interests of the labourers. 

g. The ranking of causes .—the tables given above, show¬ 
ing the expected number? by independent probability it is also 
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possible to derive values that will throw light upon the ranking of 
causes (or for that matter the ranking of the various cells of each 
variable) according as they are the origin of strikes that are likely 
to succeed, to succeed partly or to fail. If the percentage deviations 
of the actual figures in the sub contingency groups are computed from 
probability, then the magnitudes and signs of the percentages will sup¬ 
ply indiciesof the rank of causes (or of the other factors). Thus in 
the strike that succeeded the ranks in descending order of strength 
are :— 

Causes :—(Bonus, Miscellaneous, Wages, Personal) ; 

Durations :—(2, S, 8, and 10 and more days) ; 

Extent :—(Medium sized, large sized, and small sized establish¬ 
ment) , 

Trade Very doubtful owing to the small value of C, but the 
order is perhaps Textiles, Miscellaneous and Trans¬ 
port) . 

The values of C, are smaller, but preserve the same order of 
significance. They need not, therefore, be discussed in detail, but 
will only be set clown here' for the sake of completeness:— 

TABLE XVIL 

Values of C. 


F actors 

T 

i 

1 ^ 

E 

R 

C 

* T 


6 

•0666 

0225 

0903 

D 

0577 


1166 

- . 

•0564 

•0868 

E 

'0666 

1166 

. . ' 

■0738 

•1179 

R 

‘0225 

•0564 

•0738 


1403 

1 

C 

■0903 

•0868 

■1179 

1403 
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In concluding this part of the description of my statistical 
work. I may summarise the following prescription for a successful 
strike: 

A fairly strong organisation 

well stirred with a good cause ^ 

administered for a short duration. 

10. Concluding considerations —I have stated already the limi¬ 
tations of small data. Moreover the results are aggregate results of 
mixed causes and mixed conditions. A complete investigation would 
require a segregation of the material into various sub-classes. One 
important factor, viz., the rate of wages,had to be totally ignored because 
no statistics are abailable on that point. That would have thrown 
light on our conceptions of wage laws and welfare. I quote, however, 
two results from Moore : 

(1) That as regards the four critical items—the rate of wages, 
amount c»f unemployment, continuity of employment, and length of 
working hours, the status of the labourer improves with the increas¬ 
ing concentration of industry (p. 193). 

(2) That labour organisations, through their powers of putting 
pressure upon the employer to increase the efficiency of his plant 
and organisation, have means of not only increasing their wages, but 
of enlarging their national dividend and also of exploiting their 
differential abilities (p. 189). 

Such an investigation would have been undertaken if the fre¬ 
quency distribution of labourers were a^^ailable. In its absence^I 
shall refer, if only to stimulate interest, to another investigation I 
am engaged in in investigating differential ability—to the frequency 
distribution of the earnings of over 3,250 clerks in commercial offices 
in Bombay. The data have been collected and published by the Bombay 
Labour Office That the condition of clerks also is well worth the 
attention of synthetic economists and socialistic politicians will probably 
be realized when we notice that in the City of Bombay among about 
10,000 workers dignified as “clerks” 5 3% leceive less than Rs. 50 
per month, 33 * 3 % less than Rs. 75, and 56*6% earn less than 
Rs. 100. However, the data referred to are being analysed in my 
department in this University for testing their concordance with 
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the ‘‘ability*' theory. As a rule the curve descriptive of the distri¬ 
bution of wages among a large group employed in numerous occu¬ 
pations is skew in a positive direction. This skewness is generally, 
if not always, a sign of improving conditions in the earners. Moore 
says, “when the industry grows more productive and earnings are 
such as to justify an increase in wages, the more intelligent and 
better organized labourers are the first to perceive and to take 
advantage of improving conditions. The more prompt adjustment 
of wages of the abler labourers to the increased productivity gives 
the wages curve a greater measure of skewness. The subsequent 
changes in the degrees of skewness are dependent upon the degree 
of friction in the adjustment of the wages of the less able and upon 
the improving or declining general conditions of industry.*’ It is 
remarkable that with the Bombay Labour Office data (of clerks get¬ 
ting less than Rs. 200 in commercial offices in Bombay City and 
als(j of the other distributions), the same type of curve, viz., Pear¬ 
son I, IS obtained with the lollowing constants : 

Mean = Rs. 53*5768; B, =0'295599; 

Mode = Ks 97*2865; B. = 2 407976 ; Skewness=i*i6io. 

Stcl. Devn. — Rs. 37 6454 ; K = *119344 ; 
and the equation gudng the frequency y of clerks at a salary x 
measured from Rs. 53*5 768 in units of Rs. lO is 

y = yJ I + -) r I — ^ Y’’"* 

\ 11421/ V i 5’2 283/ 

with which may be compared the follcnving equations : 

y = ylI + Y'sers/_ r ; Origin at 5*546 

V 9 5356/ V 17*6958/ and unit I franc; 

_ /j ^ 

V 5 '4 331/ \ 26*3 103 / and unit i dollar ; 

the first of which relates to ''Saiaires et dtirct du travail dans 
Vmdmtrie francaise {Department de la 6V/«r)”and the second 
to “Wages in Massachusetts, Census of Manufactures, 1905”. 

Such are our special needs and problems and any conciliating or 
arbitrating board has to function along the lines native to such a 
state of affairs. It cannot, therefore, be pressed tex) strongly that 
instead of transplanting into this country a foreign plan or system 
however good, a spontaneous and indigenous growth of all protective, 
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preventive and regulative measures should be aimed at. 

If I have gone at length into these matters it is to insist that 
‘economic truths, like all other truths, can be reached only By tracing 
scientifically the relevant facts’, and that the scientific apparatus 
in the form of economic theory and statistical mathematics has 
been developed to such a degree of jx)wer as to be equal to the hand¬ 
ling of the complex problem of strikes, and that there is reason for 
believing that if data of sufficient quantity and quality were sup- 
))lied, the whole subject could be placed upon a scientific foundation 
admitting of ‘the prediction of average results in a way that would 
approximate the actuarial calculations of life insurance’. 



THE GOLD BULLION STANDARD 

BY 

B. Ram Chandra Rau 

Calcutta 

Introduction 

India is a country in which changes of currency are a 
great danger, for they make or mar the future of our Indian people. 
They frighten and exasperate the people and shake their confi¬ 
dence in the new currency proposals that are foisted on the un¬ 
educated population, unable to adjust themselves to any changes 
from the normal state of things. The present political atmosphere 
brooks no unwise tampering with it and brand new experiments 
should never be tried. The Gold Bullion Standard proposes to 
inaugurate a most signifi.'ant change and introduces another ex¬ 
periment in the currency history of the country. The ultimate 
dethronement of the Silver Rupee and the proposed circulation of 
inconvertible paper currency would not fail to exercise profound 
influence on the social habits of the people and on the price of 
silver. Hence it is imperative to examine the theoreticals sound 
ness and its practical utility to the Indian economic system. An 
examination of the Gold Bullion Standard must be conducted 
neither in the light of exaggerated optimism or pessimism nor 
political prepossession, but in the cold light of economic l easoning 
and trained judgment. It must also not be forgotten that the 
principles of banking and currency are dynamic and not static. The 
recent modification or purification of the conception of the Gold 
Standard System must be borne in mind while analysing the Gold 
Bullion Standard conception. 

The Essential Features of the G, B. Standard. 

It is an absolute Gold Standard without gold currency. Gold is 
the world's standard and India adopts the same as the standard 
of value. The local currency is established in relation to gold 
The integral and distinguishing feature is that gold coin is not t 
20 
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be in circulation* lliere is no real conspicuous and visible embodi¬ 
ment of the G. B* Standard in the shape of a gold unit. Gold 
bullion is to be used for the payment of international indebtedness 
and it would be freely available for internal purposes. The people 
possess the rights of convertibility of local currency into gold, the 
power of melting it and exporting it out of the country. 

There is a fixed gold parity of the Icxial currency unit 
the silver rupee or the paper currency note which is 8*741 grains 
of fine gold). This is to be the imaginary common standard unit 
of value or money of account, instead of the present silver rupee 
which is considered as the standard unit of account by the people. 

The currency authority has to buy and sell gold without limit 
at the fixed par value of the rupee {is. 6rf.) in quantities of not 
less than 400 fine ounces. Gold bars are to be given in exchange 
for local currency with notes or silver rupees. The sale of gold 
is so arranged that the currency authority would not become 
saddled with the task of supplying gold bullion for non-monetary 
purposes also. The interests of the gold bullion market are thus 
protected. 

The currency authority’s sole duty would be to effectively 
assimilate gold imports and regulate the consequences of gold export. 
Resolute monetary control, seasonal expansion and contraction of 
currency and future banking progress arc to be the actuating ideals 
of this institution. 


Reasons for takhig this step. 

As India^has been sufficiently educated in the monetary field 
by the use of token currency and as people have placed 
greater reliance on notes than coins during the years 1916- 
1919 even though the fiduciary issue has been greatly expanded 
the gold bullion standard would be acceptable to them. It 
seems to be a rational development of the present monetary system. 
The rupee would be kept in constant relation to gold in a fixed par 
value The ideally best token being paper, this ideal would be 
best reached under the Gold Bullion standard. Powers of psychologi¬ 
cal suggestion and well-directed propaganda would have to be 
cmplovcfl so as to secure sufficient general enlightenment in 
currency matters. 
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The position of the quasi-standard rupee is such that it cannot 
be declared limited legal tender and brought into disrepute. There 
are roughly 647 crores of silver rupees minted and although some 
of them might have been melted the present volume in actual 
circulation might be estimated at 150 to 250 crores of rupees. 
Any undertaking of the immediate conversion of these existing 
silver rupees and hoarded ones into gold would be unwise, as India 
would be unable to fcx)t the bill. It would be difficult to suggest 
any practical limit to the amount of gold required for this purpose. 
Even if India is unwise to neglect her own interests and be so 
short-sighted as not to protect the silver hoards of the poorer 
classes, financiers in other countries have become alarmed at the 
question of India’s return to a pure gold standard and the large 
absorption of gold that would be required for this purpose. Under 
these circumstances any co-operation in giving a loan for gold 
standard purposes would be out of the question. Hence to put an 
end to the present drift policy in currency matters the Gold Bullion 
standard has been perfected apd so far as India’s admission into 
the financial society of nations is concerned it can be obtained by 
the Gold Bullion standaid. Effective participation in formulating 
the world’s currency policy can also be secured if the proposal for 
the starting of a separate Central Bank materialises. 

The previous Indian Currency system has not assigned a definite 
place to gold and without recognising the fact that the value 
of gold would be changing according to demand and supply of it, 
the Government of India undertook to fix it down at a constant 
value to silver coin. Again they undertcK)k to receive gold coin at 
this rate but not to pay it back to the people. Thus there was no 
definite policy with regard to the position of gold in the Indian 
currency system. It was allowed to circulate as legal tender though 
in fact it ceased to circulate. This anomalous position is now 
ended and the Gold Bullion standard has definitely given up gold as 
a form of currency. 

The Met its of the Scheme 

India can obtain the gold she*"requires through ‘trade channels. 
As gold coin in circulation is not allowed, there would be no frit¬ 
tering away of capital which can be used for the economic develop- 
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ment of the country. Gold currency is an obsolescent feature in 
all civilised countries. The economising of gold which is recommend¬ 
ed by all theorists and warmly advocated since the days of Genoa 
Financial Conference can be carried out effectively under the Gold 
Bullion standard. The unlimited acceptance of imported gold at 
par and unlimited issues of gold for export at par are the cardinal 
features and a strong reserve of gold would have to be amassed 
for fulfilling these functions. 

There is no imriicdiate degradation or blowing up of the rupee. 
Any signing oi the immediate death warrant of the rupee by 
demonetising it would lead to nervousness on the part of the 
people. Its long history and traditional position are respected and 
it tends to remain the standard unit of currency till people under¬ 
stand the new standard. Even the silver interests of America 
or China need not be afraid of an immediate drastic reduction in 
the price of silver. The Government of India has receded from 
the silver market so long ago as 1919 and the silver producers do not 
count on the Government of India as an important factor. The 
sales of silver by the currency authority, which it might deem 
necessary to sell during the first few years of the working 
of the Gold Bullion standard, would not happen if rupees go into 
circulation. The Government and not the currency authority would 
remain the purveyor of the silver rupee. The present invisible 
taxation paid by the country in circulating debased currency such 
as the silver rupee at an increasing value would be rendered 
unnecessary. The eventual withdrawal of the right of converting 
notes into silver rupees would force India to depend on the 
inconvertible paper notes issued by the Central Bank. 

The overpowering influence of the India Office in financial and 
exchange matters would be removed, for the currency authority 
in future would be the Central Bank who would be responsible 
for the soundness and flexibility of the currency system of the 
country. As banking facilities tend to develop, the discount policy 
of the Central Bank would enable it to maintain sound monetary 
conditions. Currency with a staljle value is a sine qua non for 
the development of banking and as the Gold Bullion standard 
secures stable currency, wide and proper development of banking 
facilities can be expected from a successful working of the Gold 
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Bullion standard. The bank note issued by the Central Bank, 
which is to be the future Currency authority, would become the 
apostle of deposit banking in the country. 

The Paper Currency Reserve and the Gold Standard Reserve 
whose functions were never clearly demarcated in the past get 
combined and are placed on a statutory basis. The gold in this 
reserve would prove an adequate support to the exchange, and the 
external value of the local currency unit would be safely maintained 
under this arrangement. A proper mobilisation of the reserve 
would tend to facilitate the turnover of the currency. However 
the right of double convertibility cannot be secured under the 
G. B. Standard. The new notes cannot be converted into both 
silver and gold and such a permanent arrangement cannot be 
secured even under a pure gold standard. Hence while there is 
the de facto convertibility of notes into silver rupees there is no 
de jure convertibility. 

The automatic nature of the Gold Bullion standard system would 
be as effective as in the case of a pure gold standard with gold 
currency. The favourable trade balance would lead to a free 
flow of gold bullion and as this is brought by the Central Bank, 
the Icxral currency is released by bank payments made in purchase 
of gold. The unfavourable trade balance is to be liquidated by the 
export of gold bullion which has to be purchased by the Indian 
importers from the currency authority. Gold bullion can be 
pumped in and out with great ease and facility as the gold import 
and export points are fixed by statute. This places her on a 
position of equality with other gold standard countries. 

The Indian currency system requires great expansion of the 
total currency during the busy season for financing the movement 
of crops and contraction of the same during the slack season 
The purchasing of unlimited stocks of silver or the tinkering of the 
P. C. Reserve would be rendered unnecessary by the currency 
authority. As bills of exchange would become popularised and 
drawn for the payment of the crops, these would be discounted in 
the money market and the banks requiring further 4*esources would 
rediscount these bills at the hands of the Central Bank which can 
issue notes on these commercial bills. The Bank can buy gold 
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bullion from the people and this would expand the volume of the 
local currency. The centralising of the currency and banking reserves 
in the hand of the Central Bank would reduce the fluctuations in 
money rates and the hitherto divergent policies in regard to 
currency by the currency authority and banking by the banking 
authority would be given up. Internal prices would be placed on a 
more stable basis than under the Gold Exchange standard system. 
The proper regulation of the discount policy by the Central Bank 
would make the currency expansion and contraction automatic. The 
statutory constitution of the combined reserve to be placed in the 
hands of the Central Bank allows it to expand and contract 
currency according to seasonal demands. So far as automatic 
contraction is concerned, it can be brought about as scx)n as people 
feel that local currency has depreciated in terms of gold and they 
would hasten to the bank to convert the local currency into gold 
bullion which the bank has to sell. 

The Gold Bullion standard does not debar the country from the 
possiblity of ultimate resumption of gold currency. Thus the gold 
currency standard can be reached if sufficient gold reserves are 
accumulated, but the education of the people in the use of the new 
inconvertible rupee note and the other denominations of paper 
currency popularised by the Bank would be such as to open the 
eyes of the people to realise the uneconomical character of gold 
currency. For the time being there would be no free internal 
circulation of gold, but it is quite likely that if banking education 
proceeds apace we would never be desirous of it. 

The institution of the “ On Tap Savings Certificates redeem¬ 
able at the end of three or five years in legal tender money or 
gold bullion with an attractive rate of interest attached to them 
is a modest attempt to counteract the unproductive employment 
of the yellow metal. Though they are poor substitutes of gold 
notes which carry the right of convertibility into gold coins, they 
can do much to encourage the investment habit on the part of the 
people who can afford to save. 

The demonetisation of the gold sovereign is also a feature 
which should not escape one’s attenloin. The sovereign has been 
a benefactor and the nightmare of the Indian Currency system. 
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The obvious advantage is the possibility to introduce a new gold 
coin and gold mint in our country when gold coin is considered 
necessary, and the position of the reserves is such as to facilitate 
it. The present demonetisation of the sovereign would be no 
real danger, as India's main demand for it is only a bullion demand, 
and not a coin dernand. The bulk of the Indian transactions find 
the ^ rupee a more suitable coin than the sovereign. The gold 
sovereign is not a real Indian coin ; besides this reason, we have the 
following most important reason for demonetising the sovereign 
which is not usually taken into consideration For a supply of this 
coin India has to depend on England. The curiency authority in 
India cannot control the issue of this coin, and such a coin should 
find no place in the Indian currency system. A sound currency 
system is that which gives scope to the currency authority to 
control and regulate every important coin which is a constituent 
feature of the system. 

Supposed Demerits of the Scheme. 

The working of the system in all its details will take some time 
to begin. There should be the formation of the Central Bank 
and the accumulation of the necessary gold reserves in India. A 
large number of rupees would be presented to the Central Bank 
for conversion into gold bullion. There is already a fall in the 
price of silver and its future fall would stimulate the demand for 
gold, and it would be unwise for the Central Bank to begin 
operations with a slender stock of gold. In other respects it can 
begin straightaway. Some of the measures that can be taken up 
immediately for increasing the gold stock of the Central Bank 
should be considered. The import duties tan be made payable in 
gold or gold equivalent. The Indian export bills are to be taken up 
in sufficicnly large number and gold can be secured from their 
proceeds. An attempt to retain the gold prcKluce of the country 
should be made. 

The first essential of a currency system is that it can be 
understood by the people and that it should be of such a 
nature as to be acceptable to them. The popular sentiment 
is in favour of a gold standard with gold in circulation. When ' 
this is denied it would be considered rightly or mistakenly that 
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i t is less autotnatic and less free from manipulation than the pure 
gold standard with gold currency in circulation. 

The position of the silver rupees would be looked upon with 
certain misgivings as the people would not obtain them'as a'matter 
of right from the Central Bank in return for its new notes. The 
new Reserve Bank note and the silver rupee would both be legal 
tender currency in the gold bullion standard system. Holders of 
notes can secure rupees only at the will of the Reserve Bank. The 
paper note is neither convertible into the silver note, as at present, 
nor into a gold coin but both these are convertible into gold bullion— 
the standard of value. The exchangeable limit of the Icxal currency 
into gold bullion is too high. It is only the bullionists and the rich 
men that can afford to do it. The present note-issue is convertible 
into silver rupees and the issue of a new inconvertible note would 
tend to make the people cherish the present note and the new 
inconvertible note would be at a discount. It might be a note 
payable in gold but the line of difference drawn between the old 
and the new double-guaranteed bank note is to be deprecated. 

There is no statutory undertaking that the free inflow and 
outflow of gold would be permitted without any direct or indirect 
limitations on the amount of gold coming in or going out. The 
location of the gold securities in London would not be liked by the 
people. As the Central Banker’s gold reserves might again be 
depleted too readily when the people require commodity-gold 
attempts have been made to protect the Bank against such a drain. 
Similarly the free inflow of gold must be ensured. 

Although we have at present an excellent opportunity to settle 
the national currency question, the Currency Commission by pre¬ 
scribing the Gold Bullion system has not succeeded in this task. 
The G. B. standard can at best be accepted by the people as a 
half-way house leading to the adoption of the pure gold .standard 
with gold currency in circulation in the near future. Academically 
speaking the G. B. standard is a step nearer to the international 
exchange standard recommended by the G. I. Financial Conference 
and is really an improvement on the Gold Standard with gold 
currency in circulation. 

In has und^'ubtedly the following points of superiority above 



THK GOLD BULLION STANDARD 


285 


the defective Gold Exchange Standard system, the giving of gold 
bullion in return for local currency for all purposes, the statutory basis 
of the combined reserve, the banking management of the currency 
and credit policy and the economy of gold It is doubtless inferior to 
the effective Gold Exchange standanl plan, at least from the standpoint 
of public sentiment and confidence. It is the fond hope of the econo¬ 
mists that a gold currency would make it possible for India to mobilise 
the liquid resources and increase the turnover of currency. But 
the main point of increasing the capital resources cannot be solved 
by merely multiplying currency. Greater means for mobilising 
capital resources are the real remedy. It would require an extensive 
educational campaign to make the people realise the true implications 
of the Gold Bullion standard. Otherwise appeals to economic 
arguments will prove vain in face of the existing and overwhelming 
liking for the Gold standard with gold currency in circulation. 

Trade with Africa and the countries on the Persian Gulf would 
be* hindered as the present financing medium is the silver rupee. 
The gradual dethronement of the rupee would be however giving 
full time for adjustment and no serious danger need be felt. 

The view is too often held that India is a sink of precious 
metals. Although this is quite a superficial view it must be 
admitted that unwise use of existing stocks of gold is being made 
by uneducated people. This is likely to continue under any 
system. Increased education, improved legal and economic status 
for women, the raising of the standard of living and the develop¬ 
ment of banking facilities are the necessary correctives. But as 
the existence of this habit would have an adverse effect on the 
gold reserves of the Reserve Bank, every attempt must be made 
to change the ways and habits of the people with reference to the 
accumulation of the precious metals. Monetary reform and banking 
re-orgahisation must be considered as mutually convertible terms ; 
the one cannot succeed without the other. 

Should we accept the Gold Bullion Standard or not ? 

Although several economists and witnesses before the Hillton- 
Young Commission have pointed out that India has to pass 
through the necessary stage of gold currency in cfrcnlation before 
it could hope to attain the ideal currency system, this advice has 
21 
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been disregarded. The gold standard as understood in the modem 
sense, is readily granted and the means to secure gold currency in 
future are carefully preserved so that an ‘optional gold currency’ 
can be grafted on the currency system. The preliminary stage is 
accomplished and although the Commission do not think it 
advisable to vote for the gold currency ideal, it can be secured 
through the will of the Legislature as soon as the Gold in the 
reserve permits it. 

The scheme can be accepted if the Legislature can introduce 
the proviso that after the lapse of a certain period the right of 
coining gold bars into coins or mohurs would be granted to the 
people if they so desire it. The composition of the gold in the 
reserve should be placed at a high ratio of the total amount and as 
soon as this high proportion of gold is reached, the right of giving 
gold to the holders of silver and coins can be undertaken. Thus 
at last can we rid ourselves of silver and “ slough off the remains 
of the old skin.” The rapid attainment of the final .stage would 
depend on increased education, the raising of the standard of life, 
and the perfection of the banking system, and when they are 
secured the uneconomical nature of the gold currency would be 
realised. The Gold Bullion standard would remain in toto without 
the unnecessary excrescence of gold currency attached to it. There 
would be no need to feel any regret at this conclusion. The 
currency question has been racking India for the past .several years 
and it will continue to do so for a longer time under the Gold 
Exchange standard system. Until we are prepared to accept and 
use the new currency bridge, i. e., the G. B. standard, the attain¬ 
ment of the ideally best currency which is the ultimate goal, would 
be postponed ad infinitum. Academically viewed the G. B. 
Standard is infinitely superior to the present jwlicy of drift in 
currency matters Practically speaking it is the only successful 
monetary reform that unaided India with its meagre resources of 
gold can achieve with maximum profit and minimum disturbance to 
our country as well as others. Sentimentally viewed, it fails to 
take cognisance of the overwhelming liking of the Indian people for 
gold currency in circulation. Psychologically considered it is a 
bitter tlisapimintment to popular expectations, 



THE FUTURE OF OUR PAPER CURRENCY 

BY 

B. B. Das Gupta. 

I propose to isolate the Paper Currency as far as it bears isola¬ 
tion from the rest of the monetary structure and present a few 
thoughts on its reform I am fully aware of the organic unity 
of the different parts of the currency system and of the risks 
involved in treating Paper Currency in isolation as in treating a 
limb by the method of amputation. Paper Currency reform is 
bound up with the question of general monetary reform. They 
do not lend themselves to complete .separation. Yet perhaps, there 
is some advantage in treating Paper Currency apart, if only because 
of the unwieldy complexity of the task of recasting the whole of 
the currency machine. Overhauling the entire currency system is, 
perhaps, a n\orc attractive pastime than overhauling one of its 
parts; still the problem of our Paper Currency reform, to judge 
by the number and variety of puzzles that it presents, should amply 
repay single-minded attention. Reform is, besides, more urgent 
in this field than elsewhere. We cannot afford to defer reform 
of the Paper Currency, even if we agree to shelve the question of 
general monetary reconstruction. The Paper Currency constitution 
in force to-day is a temporary constitution, based upon temporary 
provisions of the Act of 1923. A certain goal has been taken for 
granted and the purpose of the temporary provisions is understood 
to be to bring about that desired state of affairs. Then, when all 
the conditions necessary for that final constitution arc fulfilled, the 
‘ appointed day ’ will be declared. The situation is as unreal as 
it is mistaken. It is a mistake to accept the permanent constitu¬ 
tion for which wc are supposed to be preparing as the last word 
in sound paper currency organisation. It is unreal because we arc 
not moving towards that goal at all, or if we arc progressing so 
slowly as to put the realisation of the desired constitution beyond 
the boundaries of the visible future. The permanent constitution 
was drawn up in 1920. In 1927 they arc as far wfl from realisti- 
tion as ever. We have been pcmancntly living under temporary 
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provisions. The steps necessary for bridging the distance are 
being mostly neglected, one example is the continued appropriatfon 
to revenue of the interest of the securities in the paper currency 
reserve in preference to utilising it for wiping out ^ created securi¬ 
ties.' Again, since the goal is too far off and the period of march 
Jong and weary it is producing the expected effect on our morale. 
The faith in the selected goal has shaken. On the advice of the 
Hilton-Young Commission we are now preparing to change our 
direction in the middle of our march. The whole of the permanent 
provisions, hitherto regarded as the goal, ar^ to be scrapped and 
a new set of transitional and permanent provisions substituted. 

Not least of the defects of the present law is its unintelligibility, 
except perhaps to University people who are ominiscient for the 
sake of their pupils. Sir Basil Blacket has confessed that once he 
took up onr paper currency Acts and after a day’s labour with 
them gave up the task as hopeless. That was said about the Act 
of 1920. The present law is in many ways a replica of the 1920 
Act and is hardly an improvement so far as simplicity and perspi¬ 
cuity are concerned. 

The principles of reform.—Let me begin by calling attention 
to two basic propositions touching paper currency reform. In the 
past paper currency has been rather light-heartedly handled, reform¬ 
ers not having been over-mindful of principles. Indian paper 
currency has been rich in reforms and richer still in suggestions 
of reform. We started with a bank issue, changed it for a State 
issue after a while, and have experimented by altering the condi¬ 
tions of issue from time to time. Altogether some forty Acts have 
been passed regarding paper currency since 1861. But we have 
more often followed expediency than prcK'eeded logically. We 
never started by defining the relation between paper currency and 
the rest of our monetary structure. We never realised in a com¬ 
prehensive manner the ideal currency policy to be pursued, nor 
what part the paper currency has to play in carrying out that 
lK)licy. Consequently paper currency worded independently and 
often conflicting with the totality of the currency organisation. 
There was not much of consistency and coherency. The Hilton- 
Young Commission in this respect has shown an enlightened con¬ 
ception of currency reform in so far as they have broad-based 
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their recommendations on (i) a study of the relations of the many 
parts of the currency to each other and to the whole, and (2) also 
attempted to lay down a common policy for the whole. Touching 
these two points two categorical propositions can be laid down. 

First, that all reform should build upon the recognition of the 
fact that paper currency is not the whole of the currency. Paper 
forms an important part of the money of the country, but it forms 
only a part. The currency triangle requires the two other arms 
of metallic currency and credit currency as well. Only the three 
together can enclose a workable policy. It follows that the manage¬ 
ment of the paper currency is closely bound up with the manage¬ 
ment of the other media of circulation. No effective control of 
the one is possible without at the same time controlling the other 
two. Yet it was this separation that we have long maintained. 
The paper currency authority has been divorced from the credit¬ 
controlling authority, if ever we had a truly controlling authority 
for credit. Consequently we have on not a few occasions, worked 
at cross purposes. The question is more important than that of 
a mere economy of reserves. Separation of reserves is wasteful 
but separation of policies is disastrous. Paper is part of a whole. 
Its character changes with the character of the whole. Its future 
depends on the future of the whole. Any unceitainty of outkx)k 
regarding the whole is reflected in vacillation and weakness in the 
paper currency policy. Fortunately much of the uncertainty has 
now cleared up, and the currency horizon is less befogged than 
ever before. The country is on the eve of definitely adopting the 
gold standard. We can now accept and plan for a definite paper 
currency policy and organisation. 

The second categorical proposition is this. The aim of all 
sound monetary policy, including that of paper currency, is primarily 
to maintain a stability of prices. Without such a declaration of 
policy, no project of reform can be constructed or criticised. The 
Currency Commission, be it said to their credit, recognise price- 
stability as the final principle. They will even have internal as 
well as external stability, to which length I, for one, would not be 
prepared to go, having my doubts about the practicability of main¬ 
taining both simultaneously. I shall be content with the less 
ambitious aim of internal stability and let exchange go hang (in 
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Prof. Cannan's words) if that is its implication. I shall not, for 
the sake of stability, shrink from marrying Miss Gold who happens 
to be an American, although I still continue to be an impenitent 
subscriber to Mr. Keynes’s arguments against the gold standard. 
A gold standard through the safety-valve of the exchanges equalises 
price levels throughout the world, but the world level itself may 
go up or down. A gold standard corrects changes in price levels 
after they have taken place, it does not absolutely prevent those 
changes from taking place. In theory, a gold standard is only the 
next best, the best being a standard based on index numbers of 
prices, although perhaps it is more practicable and fool-proof. 

The recognition of these two propositions furnishes the found¬ 
ation. When we have found the right foundation, half the building 
is already done. Paper forms part of the cijrculation of the country. 
The administration of the paper currency, in so far as it expands 
or contracts the total amount of money in circulation, must be 
carried out in strict subordination to the principle of price^stability. 
No other considerations should be of importance. Unfortunately 
in our paper currency history, price stability has had but scant 
respect. The paper currency has been often in the clutches of 
the general finances of the Government and used as an instrument 
for filling up the gap between revenue and expenditure. Such 
notions of profit should be banished, a good paper currency being 
itself Its own reward. Expediency have very often shaped paper 
currency legislation without any definite principle in view. ‘ Con¬ 
vertibility’ has been a fetish nearly throughout its whole history. 
The idea has been that so long as convertibility is maintained, the 
^ notes will take care of themselves. The ultimate and more import¬ 
ant convertibility of coin and paper into commodities at fixed rates, 
was lost sight of. Various more or less irrelevant considerations 
intruded. Our paper currency has consciously contributed little 
towards maintaining a stable price level, very often it has made for 
positive unstability. 

Let me next, from the cloud-land of principles, come down to 
concrete suggestions of reform. The currency of India is going to be 
thoroughly rebuilt on the basis of the gold standard. For good or ill 
we are committed to the change. The paper currency must take its 
proper possession in the reconstructed edifice and fulfil its part, loyal 
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to the policy laid down for the whole. What constitution are wc to 
give to it ? 

The Agemy erf Issue. Let me first take up the question of the 
agency of issue. Obviously, the existing divorce between the paper 
currency and the rest of the currency must cease. The unity of 
currency policy demands coordination between the parts, and failing 
any alternative method of bringing about that coordination, the 
management and control of these different parts should be unified.. 
This is the postulate of the gold standard and a uniform currency 
policy. The agency entrusted with the supervision of the paper cur¬ 
rency must also supervise credit. The Currency Commission 
suggest a central bank. It is more or less inevitable that they should. 
The task cannot be left to the Government without the risk of political 
considerations finding their way into the currency administration, 
nor is Government a suitable agency to control credit. If 1 had 
been pro-American, I would have perhaps advocated an Indian Federal 
Reserve Board, a quasi-public authority, to be entrusted with the 
joint responsibility. But the Indian soil is hardly likely to be 
promising for the experiment. The central bank thus seems to be 
the best suggestion. Yet, the transference of the note to a bank, 
whatever pompous name we call it by, is frought with certain risk.s. 
The credit of the note in India stands on a delicate poise, likely 
to be upset if the connection of the almighty Government is served 
or loosened. The Commission realise this and propose a Government 
guarantee of the notes. The necessary implication of such a guarantee 
if real, is mixing up Government with the issue in an indirect way, 
if unreal, no additions to the security of the notes. A bank-Govern- 
ment partnership, in the peculiar circumstances of India, is more or 
less inevitable. It is doubtful if the terms of this partnership, 
outlined by the Commission, whereby the Government guarantees 
but is supposed to have no voice, is the ideal partnership. It is an 
open question if a central State Bank rather than a private one, 
would not have answered better. 

The transference of the monoply of note issue to a central bank 
will close the long but interesting chapter of Government i.ssne. As 
we know, the Government took over the issue in i86i, not without 
misgivings and not until a great duel had been fought between 
Samuel Laing and Sir Charles W(xxl, Laing advocated and Sir 
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Charles resisted bank connection with the issue. I-*aing*s cause is at 
last triumphant, though in a manner hardly conceivable by him. 
Currency history is repeating itself. Starting with a bank issue, we 
are completing the cycle by reverting to it. The Controller of the 
Currency will have to be on the list of the unemployed very soon. 

The Conditions of Issue. The Questions of Convertability :— 

Not only the issuing agency is to be changed, but consistent with the 
new currency policy adopted, the conditions of issue also must be 
thoroughly revised. The notes hitherto have been coivertible into 
rupees. They were also convertible into gold at rates which made that 
convertibility very often a dead-letter. All this, obviously, must be 
changed. Since we have decided to drop ‘dyarchy' in currency and 
adopt gold and bid good-bye to the rupee, the fellowship of the rupee 
and the note is automatically dissolved. Let the new notes be 
convertible only into gold as {)f right, says the currency Commission 
and facilities only be provided for their conversion into rupees on 
demand. The arrangement is likely to produce serious friction at the 
outset. The rupee is preponderatingly the money of daily use and 
the withdrawal of the legal right of buying rupees with notes might 
produce a discount of notes in terms of rupees. The fear is 
strengthened when we consider that there will be no gold circulation. 
Convertibility into gold will be a peculiar and limited convertibility. 
Only notes exceeding a specified value can be converted, this 
again at specied places. With the bars of gold thus obtained 
payments could not be effected (gold being obviously not legal 
tender), nor rupees obtained for them as of right. There is much 
to be said therefore for improving this conditional convertibility and 
make the notes legally exchangeable into rupees. Yet the Commis¬ 
sion are justified in not having done that. The aim being the 
dethronement of the rupee and its eventual withdrawal from cir¬ 
culation, they could not obviously provide for anything which 
might have led to fresh coinage of rupees. With such a possibility, 
the realisation of the complete gold standard have been inevitably 
delayed and with that the stability of the price-level. I would, there¬ 
fore, accept the Commission's suggestion. I would only suggest that 
all notes new and old be subject to the same provisions and none be 
convertable into rupees as of right. Discrimination will be very 
confusing. The Government of India's promise to redeem their 
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notes in silver rupees cannot be regarded as Uh^ sacred and unalter¬ 
able. Currency promises have in the past frequently been ignored 
and honoured in the breach It i.s the unwritten promise to convert 
the note into fixal quantities of go(xls that counts, and for its sake 
written face promises may be changed without much biting of 
conscience. 

We will accept the conditional and limited convertibility 
and we need have no misgivings. The value of notes, like the value 
of every thing else depends upon the limitation of supply, not on 
solemn promises of converttbilty. As long as there is no over-issue 
so long will they have value and convertibility, and a lessening of 
facilities of conversion would not matter. 

The Paper Currency Reserve. This brings us to the question 
of reserves, the function of which really is to limit the issue 
and only ostensibly to provide for convertibility. The new 
ideas must considerably affect the reserve regulations. In this 
respect the recommendations of the Commission are as ingeni¬ 
ous as they are complicated. They propose a joint reserve for the 
note issue as well as for the rupee issue, if I may use the e.xprcssion. 
The note issue is to be backed cent per cent and only a reserve 
amounting approximately t(^ one-eighth of the total estimated rupee 
circulation and one-fifth of that part likely to return from circulation, 
is to be held against the rupee issue. If the rupee circulation increase.s 
or decreases, the liability of the bank will increase or decrease by 
one-fifth of such increase, while remaining four-fifths will fall to the 
Government for having thoughtlessly printed token rupees in the 
part and accumulated handsome funds Ovit of the profits. The idea 
of the combined reserve is bold and certainly economical, since, both 
the rupee and the note are notes at bottom. But it imparts an 
uncertainty to the reserve, the rupee liability being quite an uncer¬ 
tain amount. It will produce anomalies in many ways. A portion 
of the reserve for rupees is bcxlily contained in the coins, while the 
notes are intrinsically valueless. The total reserve may thus fluctu¬ 
ate in size according to changes in the price of silver. Again, parj 
of the reserve will consist of rupee coins. So far as the note 
liability is concerned nothing can be said against holding rupees 
But to keep rupees in reserve for a totality of issue, a good part of 
which consists of rupees, seems to be a little awkward and self- 
32 
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deceiving. I wish, therefore, the Commission had examined whether 
a separate ^account of issue' for the rupee notes (as distinguished 
from the paper notes) was not a practicable suggestion. If the 
banking account is to stand separated from the issue account why 
not also the issue account of rupees from the issue account of notes ? 
It would have made for simplicity and intelligibility. 

Detailed' proposals regarding the location and composition of 
the reserve can hardly be fully discussed within the space of such 
a Paper as this. Only a few brief remarks can be made on some 
points. The Commission have given their blessing on the propor- 
ticMial reserve system and suggested a minimum of forty per cent, 
gold and gold securities in the reserve. The Smith Committee 
recommended a forty per cent, metallic reserve, the law in force 
demands fifty per cent. Since, however, the suggested forty 
per cent, embraces both gold and gold paper it is far less strict 
than it seems and leaves a freer hand to the bank than if the whole 
of it had referred to gold. Still, the laying down of a fixed percen¬ 
tage is in my opinion essentially unsound in principle. As long 
as mutual conversion of gold and paper is insisted on and maintain¬ 
ed, internal prices cannot exceed v/orld gold prices, and for 
the rest, complete freedom can be safely given to the bank. 
There is no more justification in interfering for maintaining the 
convertibility of the notes than for maintaining the convertibility of 
bank cheques. If we have confidence enough in the bank regard¬ 
ing the one we ought to have also for the other. The bank is 
entrusted with the issue on condition of maintaining convertibility. 
To encumber it with further provisos regarding how to ensure that 
convertibility, bespeaks a hesitating attitude of mind. So far as 
price stability is concerned, such further interference is not called 
for. The Commission suggest the percentage “in the light of 
experience of other banks" In the light of theory it seems to be 
superfluous. 

I have also my petty quarrels about the Commission’s specifica¬ 
tions regarding the other assets in the reserve. The reserve is to 
be a heterogeneous collection consisting of rupee coins, gold securi¬ 
ties, rupee securities (in the new dispensation, wherein however 
will lie the distinction between rupee securities and gold securities, 
since the rupee will become a fraction of gold) gold and domestic 
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bills of exchange. Bullion silver naturally has no place in the new 
order. Gold is to be eventually at least twenty-five per cent, but 
never to fall below thirty crores. One may enquire why a lower 
percentage should not do and if it does, whether that would not be 
more economical. Rupee coin is not to exceed ultimately twenty- 
five crores or ten per cent, of the whole, whichever is greater. One 
may ask why they should not ultimately disappear at all. The 
rupee securities are to be limited to twenty-five per cent, or fifty 
crores whichever is less. One wonders if this is really safety or 
prejudice. It is easier to expand the circulation permanently with 
rupee securities, for Government I. O. U.’s have little cost of 
manufacture. But is that a disadvantage if and when permanent 
expansion is desirable ? Let it be remembered that if expansion 
in this manner is undesirable, it will be painfully brought home to 
the bank by a drain on its gold resources and cause it to give up 
such expansion. Why lay down rigid rules ? Equally unreasonable 
is the Commission's treatment of the “created” securities. The 
fault of the securities is that they are created, they are low-born and 
pariah securities. The Government is ordered to take them forth¬ 
with out of sight and replace them by marketable securitiei. I 
suggest that the created securities deserve like as much as any 
other kind of securities. The function of the reserve is primarily 
to limit the circulation and only secondarily to pnwide for covertibi- 
lity, and that part of the reserve which is not likely to be used for 
converting notes may be in the form of I. O. U.’s of the Govern¬ 
ment of India or of the Government of Honolulu, for all one cares, 
so long as they are the least costly. The Commission in its anxiety 
to remove the “createds ” goes to the length of suggesting their 
replacement by newly created sterling securities. One fails to see 
what distinction there is, except a distination of colour, between ad 
hoc sterling securities and ad hoc rupee securities created by the 
Government of India. In a regime of bank issue there would be 
no further risk of new created securities finding their way into the 
reserve and the Commission might have been kindly to the 
“ createds ” already there. I suggest this part of the Commission’s 
recommendations, a wilderness of percentages, will bear simplification. 

On the question of the location of the reserve again the Com¬ 
mission have not failed to expre^ss their opinions. Their suggestions 
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in this field however go somewhat ill with their over-solicitation iot 
the maintenance of convertibility which their refined percentages 
for gold and other holdings seem to indicate. They would not 
shrink from keeping half the gold outside India in foreign banks 
and would also allow gold held in any Mint or in transit to count as 
reserve, although this privilege is not extended to gold securities. 
Since the primary function of reserves is to limit the issue, so 
long as convertibility is not really threatened there can be no 
objection to widen the area of their holding and the Commission 
might have even gone further in this direction. It may be noted 
that the present regulations permitting the scattering of the reserves 
practically throughout the world originated mainly during the War. 

Paper Currency Reserve and the Gold Standard Reserve. 
On one point there will be universal agredhient with the Com¬ 
mission, viz., the proposed fusion of the gold standard and the paper 
currency reserves. The purpose of the one was osten.sibly to 
maintain the external value of the rupee and of the other, the rupee 
value of the note. In practice, the purposes of both were 
rather mixed up and uncertain. In the new order brought about 
by the gold standard the external and internal value of the currency 
cannot deviate from each other and consequently the forces 
recruited for keeping them steady may be conveniently collected 
together The amalgamation of the two reserves, long advocated, 
is the logical accompaniment of the adoption of the gold standard. 

Paper Currency and Elasticity. I can but barely touch on the 
question of elasticity of the currency. Elasticity is a desirable 
thing, particularly in a country like India with a marked periodicity 
in the demand for currency. But elasticity is a treacherous word 
and there is also such a thing as over-elasticity. Again, the bank 
rate may not be the surest index of judging the necessity for money, 
the anticipation of fresh funds my take up the bank rate to over 
hundred per cent, as in Germany, and still the market might want 
more money. The Commission have provided doors on all sides 
for elasticity. I wish their scheme all success, but consider that a 
little conservatism in this respect would have been more cautious. 
The proportional reserve system itself means elasticity. There is 
to be also a self-liquidating bill issue, the amount of which is only 
limited by the limits imposed on the, other parts of the reserve, and 
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which may be anything upto sixty crores at the outset. This seems 
to be an extraordinarily liberal provision of elasticity, considering 
that at present a maximum of twelve crores only can be so issued 
and that no stipulations regarding rates of interest, as we have to¬ 
day, encumber this provision A jump to sixty crores from twelve 
crores which again is admittedly in the experimental stage, is indeed 
a bold jump. It is bolder still when we consider that in the gold 
securities the bank may include foreign bills of exchange maturing 
into gold money. What with the Indian and what with the foreign 
bills, a substantial part of the issue will thus contribute towards 
elasticity. Lastly, as if not satisfied with such extraordinary 
facilities, the Commission provide for the temporary suspension of 
normal reserve requirements during exceptional times and a graduated 
tax on the issue (with a minimum of six per cent.). The aggregate 
effect of all these provisions will be to ensure for the Indian paper 
currency system a remarkable degree of elasticity. 

The Technique of the Issue. Only the barest mention can be 
made of other suggestions for reform. The reintroduction of the 
one-rupee note is a legitimate corollary of the dethronement of the 
rupee and its gradual withdrawal from circulation. How far the 
rupee-note can be the correct substitute for the rupee coin is, in the 
circumstances of India, very doubtful. If I had my own way, I 
would have voted for a nickel rupee, but that would have been 
perhaps tex) radical. I would also do away with the “ circle system 
and throw open the whole country to notes of all denominations. 
The universalisation process has come to a stop with the hundred- 
rupee note. There is no reason why it should not be carried 
further. The circle system has become an anachronism and I wish 
the Commission had not omitted to pronounce its death verdict in 
their comprehensive report. 

Evolving on sound lines, the paper currency that is to be, 
promises to be much better than the paper currency that is, never 
before has paper currency been called upon to play such an im¬ 
portant role as in the reconstructed currency theatre of India with 
its gold bullion stanJard. For we must note that gold will be the 
standard but not currency, the sole currency being paper. Never 
before was need for reform greater, never proposals of reform made 
on a more comprehensive scale. The scheme of reform outlined 
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by the Hilton-Young Commission bespeaks thought and carry 
weight. The Commission deserve unstinted praise and warm 
gratitude for their monumental report, their labours and troubles. 
I have ventured to make certain observations regarding that part 
of their recommendations which concerns paper currency. But I 
realise the essential soundness of the framework which they have 
planned and will be glad to see it adopted by the country. 
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Few questions on Indian finance have given rise to greater 
controversy in recent times than the one connected with taxation of 
agricultural incomes in Bengal. The proposal to levy an income 
tax on agricultural incomes in this Province, has been vehemently 
denounced as a violation of the terms of the Permanent Settle¬ 
ment, as “absurd,” and “ unpractical” and as emanating from a 
desire to “seek cheap distinction.” With equal warmth it has 
been advocated as necessary to correct a long-standing anomally and 
an apparent injustice. Amidst the confusion of discrepant 

counsels the country expected a clear and confident lead from 

the Taxation Enquiiy Committee. The body however, instead 
of giving an unequivocal verdict on the issue thus clearly framed, 
admitted the theoretic justification for such a levy, but dwelt on 
what it described as “ political ” and “administrative ” difficulties. 
It is proposed in this Paper to review from the historical 
standpoint the attempts made on two occasions during 1860-65 
and 1869-73 to tax agricultural incomes in British India. An 

analysis of the working of this tax during those early days may 

not be without SfMne value in the present controversy. The question 
will be discussed only with reference to Bengal, firstly because more 
than any other province Bengal is keenly interested in the issue 
in view of the inelastic character of her revenues, and secondly 
because the question of taxing agricultural incomes in permanently 
settled areas stands on a different footing from that in other 
parts of the country. 

India’s first income tax levied in 1860 brought under taxation 
the various categories of income, irrespective of the source from 
which they were derived. Income from lands and houses, from 
professions, trade and employment and from annuities and 
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dividends, were all placed on the same fcx>ting as regards taxation, 
because as Mr. Wilson put it “ an income-tax to be just ought to 
be universal and equal in its application to all alike within a certain 
limit of income." This canon of universality as an essential 
feature of income-tax was also emphasized by his successor Mr. 
Samuel Laing who observed in 1861 that “ capital and trade of 
India as well as her land, should contribute in fair proportion 
towards the support of the State. From that principle I believe 
no government will ever recede." Under the Act of i860 the 
minimum taxable limit was Rs. 200 a year. The tax was levied 
at the rate of 2 p. c. on inco'T>e.s between Rs. 200-500 a year, and 
at 4 p. c. on incomes above Rs. 500. 

The rules regarding the taxation of income from land were 
elaborated in the 97th section (Part 6) of Act XXX11 of i860. 
So far as the temporarily settled areas were concerned, it was laid 
down that the profit from land were to be estimated at i of the land 
revenue. It follows, that in these areas only persons paying a land 
revenue of Rs. 600 a year, or over, were liable to pay income-tax 
in respect of their agricultural income. In all other cases, as 
for example, with regard to Bengal, the law was that actual returns 
were to be submitted by the owners “ together with a rent roll 
containing the name of every person to whom such land or houses 
or any part thereof are underlet by the person making any such 
return," and the income-tax was imposed on the actual profits 
from land thus ascertained. The necessity for submitting such a 
rent roll by the Zemindars arose from the fact that the tax was 
chargeable not only on the zemindars — the rent receivers—but also 
on the farmers—the actual cultivators of the soil It is necessary 
to remember this fact when passing a verdict of condemnation on 
all proposals to tax agricultural incomes in this country, for it must 
be conceded that in thus trying to tax the income of the cultivators 
the government of the day wanted to do what was well nigh 
impossible. The determination of the farmer’s profits is a 
matter of considerable difficulty even in advanced Western countries. 
In a country like India, where the farmers are illiterate and are not 
in the habit of keeping accounts, these difficulties are increased a 
hundredfold. The proposals to tax agricultural income in Bengal 
that have been made recently, are not of this all-embracing character 
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for they do not go to the length of suggesting that the farmers 
should be taxed on their profits from agriculture. 

This attempt to tax the agricultural income for the first time was 
bound to raise the question whether such a procedure was legal, 
having regard to the terms of the Permanent Settlement, and it is 
interesting to enquire at this stage what the official supporters 
thought about the measure and with what feelings it was regarded 
by the landed interests whose income was thus sought to be brought 
under a general scheme of income-tax. Mr. Wilson anticipated that 
the cry of “broken pledge” would be raised and he took care to make 
the position of the Bengal zemindars perfectly clear. He said that 
“ it was never in the mind of Lord Cornwallis that the fortunate 
owners of that part of India should be exempted from any general 
tax that the necessities of the state required. There is not one 
word as to exemption from taxes in the proclamation issued by Lord 
Cornwallis.” Equally emphatic was the verdict of Sir Barnes 
Peacock who observed in the Legislative Council {vide Proceedings, 
dated the 27th August, 1859—in connection with the debate on 
Harrington's Bill) that it would be unfair to tell the zemindars that 
a particular tax was to be imposed upon them and not upon others. 
But when the profits of professional labour were going to be taxed 
generally, he did not see according to what principle of justice they 
could be exempted from taxation. If government were to throw on 
that class a particular burden, they would be guilty of breach of 
faith. * * “If government were precluded from including zemindars 
in any general taxation, it might be concluded that it precluded 
government from levying a duty on the exportation of rice pnxUiccd 
in lands held under the Perpetual Settlement." 

It was only to be expected that the proprietors of land would not 
take kindly to a system of taxation which for the first time since the 
Permanent Settlement of 1793 attempted to bring under taxation 
their share of income, and complaints were loud against what they 
regarded as an innovation. Whilst the general body of landlords 
protested against the measure, there was, however, at least one land¬ 
lord who was not prepared to consider this taxation as a breach of 
Permanent Settlement and who regarded this measure in a different 
light from the rest of his fellows. This will be evident from a 
letter, still preserved, written in i860 by Maharaja Mahatab Chand 

n 
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Bahadur of Burdwan to Mr. James Wilson. No apology is needed 
for quoting the letter in full in view of its importance:— 

Letter from Maharaja Mahatab Chand Bahadur of Burdwan to the 

Rt. Hon'ble the Member of Supreme Council in India^ dated the 
3rd May^ i860 : 

Sir, 

I trust that you will pardon the liberty I am taking, in addressing 
you on the subject of the system of taxation which you are now pro¬ 
posing, and in which I am deeply interested as the proprietor of the 
most extensive Zemindaries in Bengal. 

The sense of my obligation teaches me that it becomes an act of 

i 

duty in me as a subject of my Gracious Sovereign not only to cheerfully 
acquiesce but also to tender my humble support in aiding your new' 
system to relieve our unavoidable financial difficulties. 

Permit me, Sir, most respectfully to assure you that the immediate 
cause for the expression of my opinion is the attempt which has been 
made to oppose your admirable system of taxation—this opposition 
being founded upon the false assumption that it is a breach of the 
perpetual settlement. 

No doubt at the time the settlement was made it was considered as 
sufficient for the exigencies of those da>s but 1 cannot find anything in 
the terms of the permanent settlement to convince me that the zemin¬ 
dars of India have for ever been exempted from contiibuting to assist 
the Government when they incur unavoidable expenses in preserving 
property, life, the honour and ail that is dear to them of those very 
zemindars. Sir, 1 as the greatest zemindar disclaim all such exemption. 

1 am willing to submit most cheerfully to your wise system of taxation 
which places this unavoidable impost equally on all classes. If you 
think that this declaration of mine which is the result of mature 
consideration will be any guide to my countrymen, if you think that the 
example thus set by the greatest proprietors of zemindaries in Bengal 
can induce his countrymen to believe that it is true to policy to 
surrender a portion (for?) the security of the whole I place in your hands 
my adherence to that admirable system of the taxation by which, in 
my belief, your memory will be endeared to India.” 

Whilst on the subject reference may be made to the Despatch 
of the 12th May, 1870, from the Secretary of State to the Governor- 
General in Council in which the position of the Bengal zemindar 
w^s examined and his legal liability with regard to the payment of 
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income-tax explained. Referring to the promise contained in the 
Regulation of 1793 that the public demand was fixed, the Secretary 
of State said, ‘The public demand was to be fixed and permat'ent 
such was the promise and its scope and object were clearly explained 
in the concluding exhortation addressed to the landowners, that 
they would exert themselves in the cultivation of their lands, 
under the certainty that they would enjoy exclusively the fruits of 
their own good management, and that no demand would ever be 
made upon their heirs and successors by the present, or any future 
government, for the augmentation of the public assessment in 
consequence of the improvement of their respective estates. These 
last words illustrate the whole force of the argument which has been 
admitted to be just in the case of the income-tax. ” The Secretary 
of State then proceeded to say that it was quite true that the income- 
tax was in the fullest sense of the word a public demand. “ But 
there was one thing which that tax was not; it was not an increase 
of public demand levied upon the zemindars ‘ in consequence of the 
improvement of their estates.’ It was levied upon a wholly different 
principle and in respect of a wholly different kind of liability. One 
index and proof of this difference lay in the fact that although this 
public demand was made upon those to whom the promise of the 
Permjinent Settlement had been given, it was made upon them only 
in company with other classes of the community and with no exclu¬ 
sive reference to the source from which this income is derived.” 

We may now pass on to consider the operation of the inct)me- 
tax in Bengal during 1860-65 and 1869-37 with a view to find out 
what the contributions of Bengal zemindars were by way of income- 
tax, and to what extent, if at all, administrative difficulties stcKxl in 
the way of the smooth working of the tax. It has been contended 
that the bulk of the zemindars of to-day are very poor and that in 
Bengal at the present time a sum of nine crores and eighty-six 
lakhs of rupees is intercepted by as many as 3,656,000 land¬ 
holders of all grades, thus giving an average income per zemindar 
of Rs. 28 a year. Arguments of this character based on averages 
are wholly misleading, (or with equal plausibility it may be argued 
that since the average income of an Indian is onlj Rs. 80 or so, 
Indians as a class are too poor to pay income-tax or for the matter 
of that, any tax whatsoever. In trying to determine the taxable 
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capacity of a community or any particular section of it what we 
primarily want is not the average, but the distribution of income. 
A rough idea of the distribution of income both agricultural and 
non-agricultnral during 1860-65 Bengal may be obtained from 
the following table :— 


Table /—showing the income-tax assessees^ agricultural 
and non-agricultural^ 1860-6$, 


Vedr. 

Total number of persons 
assessed to Income 

Tax in Bengal. 

Number of landholders and others deriv¬ 
ing their income from landed property 
and asse.ssed to income-tax in 



Bengal. 

i86o-6i 

251,261 ; 

100,715 

1861-62 

254,537 

97,198 

1862-63 

63,876 j 

33 , 4^5 

1863 64 

60,188 j 

32,462 

1864-65 

S. 3,"5 j 

1 

32,200 


In interpreting these figures we must remember that the 
minimum taxable income was Rs. 200 a year during 1860-62 and 
Rs. 500 a year during 1862-65. The conclusion which may be 
drawn from these figures is that the landholders and others deriving 
their income from landed property, constituted by far the largest 
proportion, ranging from 40 to 60 p. c of the aggregate tax-payers. 
Not only did they constitute by far the largest proportion, but they 
also contributed during the first three years of the currency of this 
tax one-half, and during the last two years, more than half the 
aggregate receipts from income-tax. This will be evident from the 
table given below. 


Table If, 



Total demand for 

Amount of tax paid by landholders 

Year.s. 

Income-Tax, 

and others deriving their income 

Bengal. 

from landed property in Bengal. 


Rs. 

Us. 

1860-61 

46.39.536 

23 .' 7.839 

1861-62 

42,19,902 

22,10,012 

18.31,687 

1861-63 

32,41,320 

1863-64 

23,50. *27 

13.36.398 

1864-65 

20,72,892 

*3.09.830 

1 

Total during 1860-65 

' 6 s.* 3.777 

90,08,766 
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These receipts, of course, include the contributions from the 
cultivators. The figures available for 1860*65, do not enable us to 
specify what proportion of this amount came from this source, but 
it would not be incorrect to assume, in view of the more definite 
figures available for 1870, that this contribution formed a small 
proportion of the total receipts. The Taxation Enquiry Committee 
has come to the conclusion that the tracing out of the share of the 
receipts of the intermediate holders of land is an impossible task. 
Obviously in those early days when the income-tax was new to the 
country, and was regarded more or less as a fiscal innovation, the 
government did not find the administrative difficulties of assessment 
insuperable. 

For the second time in the history of Indian finance agricultural 
incomes were brought under taxation during the period 1869-73. 
This pericxl was one of “continuous trial and error.” The rate of 
the tax as well as the taxable minimum were adjusted from year 
to year, as the government were trying to find out a rate and 
a taxable minimum which would cause as little hardship as possible, 
and would at the same time yield a substantial revenue. Thus 
during 1869-70, the tax rate was at first i p. c. under Act IX of 
1869, but was subsequently raised to i A p. c. under Act XXIII 
of the same year. The taxable minimum during this year was 
Rs. 500 a year. In 1871-72 the rate was fixed at 2 pies in the 
rupee, oral p, c. and the taxable minimum was raised to 
Rs. 750 a year. In 1872-73 the minimum was still further raised 
to Rs. 1,000 a year. 

The gross collection of income-tax in Bengal during 1869-70 
from all sources, agricultural and non-agricultural, amounted to 
Rs. 53,66,181, out of which the pr^rietors, sub-proprietors, tenants 
and cultivators of land contributed over Rs. 14,76,000. The 
assessees including the landholders and cultivators were divided 
into 5 classes according to the amount of their income. The 
lowest class Class I, consisted of those whose incomes ranged 
between Rs. 500-1,000 a year. 

Class II between 1-2 thousand rupees. 

Class III „ 2-10 „ „ 

Class IV „ 10 thousand—1 lac. 

Class V „ I lac—upwards 
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According to this classification (a) the proprietors and sub¬ 
proprietors, (d) tenants, and {c) cultivators were divided as follows 
in 1869-70. 


Table III—shoiving the classification of zemindars^ eic,^ accof- 
ding to the amount of their income^ iSdg-jo. 


Clasb J. 

Class 11. Class III. 

Class IV. Class V. 

. 1 

V ' 
JD 

1 

: Amount 

^ Amount ' ^ 


n n 

E 

! of Tax 1 

S of Tax i e 

Amount. 

E Amount. E Amount. 

a 

paid 1 

z j z 


1 1 


Rs 

Rs. 1 

Rs. 

1 

1 

[ Rs. Rs. 

{a) Proprietorb' 




i i 

and Sub* i 




1 

l/foprietors | 15,744 

1,50,783 

4.783 1.01,936 4,123 

2,50,154 

783 2,75,045 jso 1,62,162 

(6) aVnantb ...1 11,351 

1.05,510 

1,528 29,226 57i 

! 29,788 

10 4,987 . 

(o) Cultivatorsj 31,928 

3,04,149 

2,036 41,181 374 

17,424 

40 4,492 '. 


It will be noticed from this table that the proprietors, sub¬ 
proprietors, tenants and cultivators paying income-tax on a minimum 
annual income of Rs. 500 a year, numbered 73,324 distributed as 
follow:— 


Proprietors and Sub-proprietors 

25,483 

'I enants 

13,463 

Cultivators 

34,378 


73,324 


Thus, of the class which derived their income from agriculture, 
the most numeious was the cultivators. But this class though 
numerically large, was not very important from the point of view of 
the yield of the tax, for this class contributed a sum of Rs. 3,67,246, 
out of a total contribution of Rs. 14,76,840. 

It may at once be admitted that much of the unpopularity and 
harshness of the income-tax administration of this pericxl were due 
to the attempt to tax the cultivators, and if the history of this period 
has any lesson for us at the present time, it is that the repetition 
of this attempt can only end in e.xciting bitter and hostile feelings 
against the government. A good deal of the harshness oi the 
tax arose from the rough and ready mcthcxl of at riving at the profits 
of cultivators. Thus, Rs. 5 was usually taken as the standard profit 
per bigha for rice cultivation. The Collector of Midnapur took 






TA 5 tATI 0 N OF AGRICULTUKAtL INCOMES IN liKNGAL 307 


Rs. 7S-8 o as the profits per bigha for mulberry, while the Collector 
of Malda took Rs. 814 per bigha, as the standard profits for 
mango-grafts. It is no wonder that oppression and tyranny resulted 
from a system like this. The Lieutenant-Governor of Bengal while 
reviewing the operation of income-tax during 1869-70 observed, 
“I am therefore not surprised to find that in the Board's report of 
18th July, 1870, it is stated that the income-tax falls with the 
greatest severity on the class of ryots and agriculturists... .that 
among them nK)re than others, a strong and bitter feeling has been 
excited by the tax, and that instances have been brought to the 
notice of a member of the Board in which cultivators threaten to 
migrate to Nepal where there is no income-tax.*' 

The Viceroy and Governor-General in a note, dated 20th January, 
1872, expressed himself strongly about the need of relieving the 
cultivation classes from the effects of a system which he described 
as one of extreme tyranny and of downright robbery. To relieve 
the cultivators it was accordingly ordered by the Lieutenant-Gover¬ 
nor, that those whose holdings did not exceed 50 acres should be 
exempted from income-tax. This order, coupled with the raising 
of the exemption limit in 1871-72 and 1872-73, had the desired effect 
of relieving them from harassment. 

In trying to form an estimate of the yield of the tax 
we should therefore deduct the contributions of cultivators. 
Deducting this amount we find, that the proprietors, sub- 
proprietors and tenants paid a sum of Rs. 11,09,000 as their share 
of the tax. It will be recalled that the taxable minimum was 
fixed at Rs. 500 in 186970. The raising of this limit to Rs, 
2,000 a year would have reduced tliis contribution to Rs. 7,22,000. 
This estimate is arrived at from the following figures taken from 


Table III given 

above. 

Rs. 


f Propietors 

2,50,154 

Class III 

} Sub-proprietors 



[ tenants 

29,788 

Class IV. 

Do. 

2 , 75.045 

4,987 

Class V 

Proprietors 

i',62,162 


7,22,136 
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If the lowest rate of income-tax existing to-day 5 pies 

in the rupee) had been imposed uniformly in 186970, this yield 
would have increased tr> Rs. 12 lacs. With the application of 
the principle of graduation the yield would have been considerably 
larger. 

It might be urged against this estimate that whatever might 
have been the state of affairs in 1870, owing to continued sub-infeud- 
ation and partition, the number of zemindars with large incomes 
to-day is smaller than what it was in 1870 and, hence, the yield 
of the tax is likely to be considerably less. In support of this 
view it was urged before the Taxation Enquiry Committee that 
at the present time there are only 650 zemindars in Bengal who 
p)Ossess a minimum income of Rs. 12,000 a year. The figure is 
arrived at from an analysis of the voters* lists of the Indian Legis¬ 
lative Assembly. Now on referring to Table III we find that 
in 1869-70, the number of proprietors, sub-proprietors and tenants 
with an income of Rs. 10,000 a year and above, was (783-f'io-+-5o) 
843. It must be remembered in this connection that Bengal of 
those days was larger in area. After making due allowance for 
this difference in the area of the province, and also for difference 
in the basis of comparison (the basis of comparison being a minimum 
income of Rs. 10,000 in one case and Rs. 12,000 in another) it 
would appear, that roughly speaking, the distribution of agricultural 
income to-day is not materially different from what it was 50 years 
ago so far as the higher reaches of incomes are concerned. As 
regards lower grades of income—income ranging between Rs. 2,000- 
10,000 a year, definite figures are not available to show what 
the existing distribution is, but we are aware of no evidence indic¬ 
ating that sub-infeudation and partition have affected them in 
a greater degree than incomes higher up the sale. It is, however, 
possible to urge that as the size of the family varies inversely in 
proportion to income, the estates of the smaller proprietors have 
presumably been partitipned amongst a larger number of heirs. 
Admitting the truth of this contention, we must remember at the 
same time, that when the small traders and business men and 
salaried servants of limited means invest their savings in lands, 
they buy these smaller estates, having regard to the limited 
resources at their disposal. Simultaneously with the process of 
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sub-division therefore, there is going on another process which 
unites many of these smaller estates into a larger whole. 

The exemption of the landed proprietors date from the year 
18S6. The circumstances which led to the establishment of this 
exemption are narrated in the Report of the Taxation Enquiry 
Committee and need not be recapitulated here. The Report 
points out that there is nothing in the history of the case to 
justify this continued exemption. If today this exemption is 
discontinued, it would mean not the violation of the Regulation 
of the Permanent Settlement, for the P. S. has nothing whatso¬ 
ever to do with the merits of the case, but simply a repeal of 
section 4, clause (3) of Act XI of 1922. The only argument in 
favour of the continuation of this exemption is that lands have 
been bought and sc*ld on the basis of this exemption and that 
the buyer has paid a higher price for land in consideration of this 
exemption. But it must be remembered that so far as a present 
buyer is concerned he will be compensated by the general develop¬ 
ment of the country before many years are over. Besides, no 
one has a right to claim that his position must be made secure 
against all changes in taxation, particularly when no promise 
express or implied was given that the exemption from taxation 
would be continued for all time to come. 

In bringing this historical survey to a close, we may summarise 
the main conclusions which have been arrived at :— 

(1) The verdict was against the Bengal zemindars on two 
occasions during 1860-65 and 1869-73 on the question of their 
liability to pay income-tax. 

(2) The verdict of the Secretary of State, as expressed in the 
despatch of the 12th May, 1870 was also against them. 

(3) During a peruxl of 5 years, 1860-65 the proprietors and 
cultivators contributed more than half the total yield of income- 
tax in Bengal, Rs. 90 lacs out of a total of Rs. 165 lacs. 
Even if we leave out the contribution of cultivators, those of 
rent-receivers could not have fallen for short of Rs. 70 lacs in 5 
years. 

(4) During 1869-70 the proprietors and tenants with incomes 
of Rs. 500 a year and above, contributed Rs. ii lacs out of a 

24 
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total income-tax receipts from ail sources amounting to Rs. 33 
lacs. 

(5) The attempt to tax farmer’s profits resulted in oppres¬ 
sion. The farmers were therefore exempt from income-tax. 

(6) Within a community average income does not deter¬ 
mine taxable capacity. What determines it is the distribution of 
income. 

(7) From the figures available for 1869-70 indicating the 
distribution of agricultural income, it appears that there were nearly 
5,500 proprietors, sub-proprietors and tenants with a minimum 
annual income of Rs. 2,000. 

(8) Complete figures are not available to indicate the existing 
distribution of agricultural income in Bengal. The meagre data 
available show that roughly speaking, this distribution is not materi¬ 
ally different from that prevailing in 1870. 



TAXATION OF AGRICULTURAL INCOME 
IN BENGAL 

BY 

Kuan Bahadur S. A. Latif, 

Sub-Divisional Officer^ Satkhira (^Khulna), 

India is an agricultural country par excellence^ more than 70 per 
cent, of the population depend on the produce of the soil. She is 
the great granary of the East which ungrudgingly supplies raw 
materials to the different parts of the world. England looks up to her 
for food supply. Of all the provinces which constitute this vast 
Eastern Continent Bengal stands pre-eminent as much from an 
agricultural point of view as from the Political. More than 77 per 
cent, of the population in Bengal are dependent on agriculture. Her 
enviable agricultural wealth made the Sanskrit poet describe her as 

“Sujalam, Sufalam, 

Malayaja Sitalam, 

Sasya Syamalam^' 

(Rich with hurrying streams, 

Bright with orchard gleams, 

Cool with winds of delight^ 

Waving corn soothes the sight). 

A great Bengali poet in a well known patriotic song describes 
her in language which without proper justice being done to, the 
poem may be translated thus : 

“With paddy wealth and lich in llowersis this our country in 
globe, 

Midst which stands, bathed in glory, this our countiy in 
exalted robe. 

Sweet dreams sit for the picture, 

Hoary memories fill the air. 

Vain thy search for a like country on earth. 

Queen of all countries is she, the land of our biith”. 

The fertility of the soil of Bengal has been the envy of oth^r 
provinces. Out of the total area of 82,244 square miles, 38,276! 
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square miles are under cultivation and 11,223 square miles are covered 
by forest. Those that work on the soil to make her yield what has 
heightened the importance of Bengal number 40,543,580 persons out 
of a total population of 47,592,46 j. In every 10,000 persons there are 
7,865 persons dependent on agriculture. Agriculture is the mainstay 
of a majority of the population From the biggest Maharaja to the 
humblest cultivator every one has some sort of dependence on 
agriculture. The welfare of the agricultural population is the 
most important factor in the administration of the country. Any 
misfortune that may befall the husbandmen of Bengal, whether in 
the shape of famine, flood or pestilence, is calculated to upset the 
entire machinery of the administration. Difficulties will at once 
arise in the cultivation of land ; the raiyat will fail to pay his rent; 
the landlord inspite of his being 

“Sliong in the landlord gains and feudal state 

Which the perpetual Settlement supplies” 

will find himself unable to realise his rent and his coffers will be 
empty; he will have to run into debt to pay his land revenue and 
maintain himself and his fagjily in dignity. 

Inspitc of the paramount importance of agriculture in the economic 
life of Bengal, very little is done to improve the lot of the agriculturist. 
The State which is responsible for the welfare of the agricultural 
community can hardly, with its limited resources, make both ends 
meet. With the annual le\7 of Rs. 63 lakhs by the Central Govern¬ 
ment hanging over its head like the sword of Damocles, though 
temporarily suspended and the costly administrative system which 
absorbs most of the revenue left after what the Central Government 
takes away from Bengal’s Customs and Income-Tax proceeds, it 
can hardly manage to lay by any substantial sum for the uplift 
of the agricultural community. The budget for 1925-26 shows that 
out of the total provincial revenue of Rs. 1,221 lakhs it was not 
possible to allot more than Rs. 21/0 lakhs for Primary Education 
and Rs. iSJ lakhs for Agriculture, and Rs. 25 lakhs for Public 
Health in order to cater to the needs of more than 20^ millions of agri¬ 
cultural population that toil from day to day to minister to the comfort 
of persons standing higher in the hierarchy of life. It is hardly 
possible to cope with the ravages of malaria and other pestilences that 
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Stalk through the hamlets of Bengal. Nothing can possibly be done by 
the State with its limited resources to remove ignorance and illiteracy 
from the agricultural community, and to bring home to them the 
importance of improved methods in agriculture. It has not yet been 
possible to have an Agricultural College for Bengal, On the other 
hand, to keep expenditure within the limits of revenue it has been 
necessary to abolish many an item of agricultural expenditure. Far 
from increasing the number of agricultural farms which have served, 
in however small a scale, to educate the raiyats in improved methods 
of agriculture, their number has been considerably cut down in order 
to give effect to a scheme of retrenchment. Far from increasing 
the number of properly qualified doctors so as ultimately to provide 
medical aid in every village, a reduction has had to be made. Not 
to speak of the provision of anything in the shape of amenities in 
village life like what exists in other civilised countries, it has not 
even been possible toprovidc for the barest needs. The scarcity of 
drinking water is still keenly felt through the length and breadth 
of Bengal. 

The Zemindars of Bengal, who are pledge-bound under the 
terms of the Permanent Settlment to look to the welfare of their 
tenants, have very little sense of appreciation of the miseries 
of those whose well-being is of paramount importance to them 
neither have they the inclination in many cases to redress any of 
the grievances which they perceive with their own eyes. Most of 
them lead an easy life in cities, immersed in the comforts and 
luxuries of town life, careless of what betakes the unfortunate 
tenantry in the country. They think that the British Raj will do 
wluit may be necessary to remove the grievance of their tenants. 
Remote and uncared for by their landlords the raiyats also think 
that the British Raj would do everything for them, little knowing 
that the State has not the means to provide for all their needs. 
It is clear beyond doubt that it is not pos.sible in the circumstances 
to meet properly the ends of administration, if the resources of 
G(jvernment remain stationary. 

It is of the first importance to ascertain and tap all possible 
sources of revenue. Money can possibly be found for giving effect 
to various nation-building schemes by reducing the cost of general 
administration and by imposing new taxes. The cost of administra- 
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tion may be curtailed by a larger employment of indigenous agencies 
on cheaper rates of pay which are quite consistent with Indian condi¬ 
tions and traditions though not up to the local European standard. 
The Lee Commission while recommending the Indianisation of Ser¬ 
vices now manned mostly by Europeans, have unfortunately suggested 
equal rates for Indians and Europeans. This kind of Indianisation is 
of very little value to the country, and is calculated in the long run 
to lead to extravagance and financial ruin. It is difficult to devise 
new forms of taxation to which a poor country may be amenable 
The main burden of taxation has to be borne as a matter of course 
by the well-to-do. It is necessary to take precaution, however, that 
the capacity of the well-to-do classes is not exhausted. Recently in 
Bengal the Stamp Duty has been raised and taxes on amusement 
imposed. Nevertheless additional income from these sources has 
not been large enough to enable Government to launch any useful 
nation-building schemes. The only source that now remains to be 
considered is the income from landed property of the Zemindars and 
other proprietors. 

In considering whether the income of the State from property 
in Bengal is admissible of further increase, the terms of the Perma¬ 
nent Settlement under which the land revenue was fixed for ever re¬ 
quire examination. There are two schools of opinion who consider the 
question from two points of view. Those who are in favour of a 
revision of the land revenue argue that the land belongs to the 
State and has been given to the Zemindars and proprietors as a 
trust for the benefit of the State and to promote social goixi, and 
that in the interest of serial order the State is perfectly competent, 
inspite of what may have been stated in the Permanent Settlement 
Regulation, to exercise its sovereign right and cancel the provisions 
of that regulation. In support of their argument it is further stated 
that the political and social grounds on which the land revenue had 
been fixed for ever no longer exist. The political support of the 
Bengal Zemindars on which the Government so much counted has, 
it is said, been long on the wane, inasmuch as they have failed 
miserably in the duty of educating and organising a sane and rational 
public opinion. In all movements that the middle class political 
agitators have organised in the country, the Zemindars have been 
powerless and have failed to keep the public on the side of law 
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and authority. The Zemindars, it is said, have failed to fulfil the 
social obligations imix)sed on them by the Permanent Settlement, 
The charge of being exorbitant in their demands from their tenants 
is continually laid against them ; their officers are known systematically 
to levy abwdbs from the ignorant raiyats, and sometimes the high¬ 
handed conduct either of themselves or of their officers have led to 
agrarian troubles. The limitation of the Government demand has had 
no effect in limiting their demands on the tenants. A majority of 
them has evinced no interest whatsoever in helping their tenants 
to acquire knowledge in scientific agriculture. They are quite 
indifferent to schemes that go for the progress and education of 
their tenants. As a stable element capable of influencing and 
accelerating the progress of society they have failed. 

Those who are against any revision and increase whatsoever of 
the land revenue argue that the pledge of Government is irrevocable 
and that Government is morally bound to faithfully observe the 
terms of the Permanent Settlement. It cannot be denied that the 
Zamindars of Bengal stood by the Government in most trying times. 
At the time of the permanent settlement Government was very 
badly off for money. It had to recoup the cost incurred in the 
various wars in connection with the consolidation of the Empire, 
€.g,^ the Rohilla War, the two campaigns against Tipu Sultan, the 
campaign against the advancing Marhatlas. Government also want¬ 
ed money to meet the financial crisis at Home during the closing 
years of the i8th century when the National Debt had increased by 
£> 303 millions and the Bank of England was within 48 hours of 
bankruptcy. The land revenue was assessed at the highest rate 
possible. The fact that the land revenue of Government is not at 
all affected by floods, famines and pestilences, is the greatest benefit 
to the State. It is further said that but for the Permanent Settle¬ 
ment it would not have been possible for Bengal to attain her present 
prosperity. 

It is true that the Government sacrificed a large revenue by 
passing the Permanent Settlement Regulation. While the income 
of the Zemindars has increased from Rs. 400 lakhs in 1793 to over 
Rs. 1,468 lakhs in 1924 (according to the statistics given in the 
Land Revenue Administration Report of Bengal for 1924 25), the 
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Land Revenue paid by them has practically remained constant. 
The total revenue payable by the permanently settled estates (num¬ 
bering 92,953) is Rs. 215 lakhs as against Rs. 287 lakhs which is 
the total land revenue paid by 99,696 estates (of which 4,i 10 are 
temporarily settled estates and 2,633 Government estates). An 
estimate of the extent to which the revenue from the permanently 
settled estates could have been augmented during the last 130 years, 
but for the commitment made by Government in 1793, may be 
formed from the following statistics relating to the temporarily 
settled and Government estates for'the last 23 years :— 

Years. 

'(a) Government revenue from 1900-01 1912-13 1923-24 

temporarily settled estates 
whether held khas or 

farmed out .. 1,320,193, 1,530,822 2,010,187 

(^) Government estates held 

khas .. .. 2,738,4203,948,4165,159,331 


Total .. 4,058,6135,479.2387,169,518 

It is clear that in these estates in the course of 23 years the 
revenue swelled by 76 per cent. Most of these estates are mixed 
up with and are situated in the same kKality as the permanently 
settlal estates, and the circumstances that have facilitated the 
increase of revenue in these cases would have been equally applicable 
to the permanently settled estates. 

A picture of the loss of Government revenue by the Permanent 
Settlement has been drawn in some of the Settlement Reports. P'or 
an appreciation of the actual loss tp the Exchequer statistics from 
the Settlement Reports of two districts, one of East Bengal and 
another of West Bengal, m., Bakarganj and Midnapur, are quoted 
below. Major J. C Jack, I. C. S., in his Settlement Report for 
Bakarganj gives the following statistics for twelve big Zemindars;— 
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Bakarganj 


Name of 

Kev. to 

Assets of 1 

Profit p. c. 

Zamindari. 

Govt. 

Proprietor. 

on Revenue. 


Rs. 

Rs. 


Selimabad 

85,721 

1,78,250 

108 

Chandradwip 

82,508 

1,53,704 

85 

Dakshin Shahbazpur .. 

40,816 

56,866 

39 

Idilpur 

44.779 

2,67,146 

500 

Syedpur 

6,540 

41,608 

536 

Habibpur 

879 

16,477 

1,776 

Tappe Nazirpur 

27,957 

71,822 

157 

Snltanabad 

23,128 

59.978 

159 

Ratandi Kalikapur 

25,238 

3 h 9 i 2 

26 

Arangpur 

I 4 , 3«4 

30,264 

HI 

Krishnadebpur 

820 

14,384 

, 1,600 

TappeHaveli Selimabad 

11,156 

67,174 

500 

Mr. A. Jameson, I. C. 

S., in his Settlement Report for Midnapur 

gives the following statistics for 10 estates to indicate the ultimate 
effect on the exchequer of the Permanent Settlement in that district. 


Midnapur 



Name of 

Rev. to 

Assets of 

P. C. of Rev. 

estate. 

Govt. 

Proprietoi. 

on assets. 


Rs. 

Rs. 


Dwiapa Kiarchand 

938 

43>022 

2*2 

Midnapur 

91.473 

2,20,096 

415 

Naraingarh 

18,938 

57.810 

32*27 


25 
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Midnapur ---(cone Id.) 


Name of 
estate. " 

Rev. to 

Govt. 

Assets of 
Proprietor. 

P. C, of Rev. 
on assets. 


Rs. 

Rs. 


Monoharpur 

1,604 

7,719 

20'5 

Baratasi 

19,086 

21,760 

00 

Purba Ara 

43,142 

77,051 

55-9 

Mahisadal 

1,68,220 

3,27,443 

514 

Belberia 

3,620 

12,797 

27’2 

Basantapur 

14,551 

20,123 

723 

Orissa Balasai Jalppa .. 

29 

1,330 

i ‘9 


With reference to the estates in Bakarganj Major Jack remarks 
that “ there is ground for believing that the profit (of the Zamindar) 

was nearly as large at the time of the Permanent Settlement. 

The Pemanent Settlement left the proprietors a profit of nearly 50 
per cent, and perhaps considerably more on their collection 
As was the case in most of the districts close to the head-quarters 
of the Government, the assessment in the district of Midnapur 
was rather high at the Permanent Settlement. But nevertheless the 
statistics quoted would show that the profit left to the proprietors 
was by no means inconsiderable. Since the permanent settlement, 
owing to the growth of population and increased prosperity, the 
value of land has gone on increasing, and the proprietors of land 
have had a considerable share of what John Stuart Mill describes 
as '‘unearned increment This has rightly been called “ unearned 
because the increased value has not been due to any investment 
whatsoever on the part of Zamindars. 

Land in India has always been regarded as the exclusive pro¬ 
perty of the State. What is given to the Zamindar is only the 
usufructury right,—the right to gather and enjoy the fruit thereof 
subject to the payment of a certain portion of the produce. The 
most authoritative pronouncement f)n the point is contained in the 
preamble to Regulation XIX of 1793, where it is said; “By the 
ancient law of the country the ruling power is entitled to a certain 
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proportion of the produce of every beegah of land demandable in 
money or kind according to local custom The State has an 
inherent right to revenue from land. During the Hindu and the 
Muhammadan administiation the rent was fixed as a share of the 
produce, ranging from one-sixth to one-third. Rent in its present 
form as payable in money is a British creation. In view of the 
system in vogue in India from the days of yore “ rent" may be 
defined as “ a payment out of the net income from land, the whole 
of which belongs to the State, though not realised in full This 
is exactly equivalent to economic rent according to the economic 
theories prevalent in the West. According to Ricardo, the father 
of the English theory of rent “ economic rent is the “ total surplus 
of the cost yielded by all the doses of labour and capital applied to 
land up to the dose on the intensive margin.” Taussig, the doyen 
of American economists, defines rent as “ a differential gain, an 
excess over and above the total expenses of the more fortunate 
prcKlucers”. Whatever is left after paying for the cost of cultiva¬ 
tion and the subsistence of the user or occupier of the soil belongs, 
as of right, to the State. The following statistics culled from the 
Settlement reports of districts for which records of rights have been 
prepared give an indication of the proportion in which the State, 
the proprietor and the actual cultivator share the produce of the 
soil:— 



Average land Rev. 

Average rent per 

Average value of 

Name of 

per acre paid to 

acre paid by 

gross produce pe^r 

district. 

the State by 


tenant to 


acre 

cultivated 


proprietor. 


proprietor. 


by tenant. 

Bakarganj 

8“^ annas 

Rs 

4 

8 10 

Rs. 

45 0 

Farid pur 

6 

» 


2 

9 

2 

»» 

45 0 

Dacca 

4 


>» 

2 

13 

0 

yy 

57 0 

Mymensigh .. 

3- 

■4 » 

»» 

4 

0 

0 

yy 

53 0 

Tipperah 

7 S 

» 

»» 

3 

2 

2 

yy 

65 0 

No^haJi 

Sk 


>» 

4 

4 

5 

yy 

95 0 

Midnapur 

12 


i} 

4 

0 

0 

>> 

41 0 

Rajshahi 

10 

>» 

jy 

2 

5 

I 

yy 

50 0 

Jessore 


>> 

yy 

2 

7 

5 

yy 

47 6 


According to the Census report of 1921 the average rent paid 
by raiyats or cultivators for all classes of land in Bengal taken as a 
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whole is Rs. 3 per acre. The incidence of land revenue per acre 
according to “Agricultural Statistics” is log annas per acre. The 
proprietor is the intercepting middleman whose function under 
Muhammadan rule was more or less that of rent collector. Fifty 
per cent of the assets would suffice to meet the demands of the 
actual cultivators and the proprietor. But for the permanent Settle¬ 
ment $0 per cent, of the assets in Bengal would have been realised as 
a matter of fact from the Zamindars and other proprietors, and the 
revenue would have risen to Rs. 7 crores at least instead of being 
limited for ever to Rs. 2J crores. This would have placed enough 
funds at the disposal of Government to finance big schemes of free 
primary education and sanitation. 

Inspite of what the advcx:ates of the alteration of revenue 
from time to time may say, the position of Government in the matter 
of land revenue is irrecoverable. The following extract from Article 
VI of the permanent Settlement Regulation is very significant on 
the point and puts the seal for ever on further discussion. 

“The Gorvernor-General in Council trusts that the proprietors 
of land, sensible of the benefits conferred upon them by the public 
assessment being fixed for ever, will exert themselves in the culti¬ 
vation of their lands, under the certainty that they will enjoy exclus¬ 
ively the fruits of their good management and industry, and that no 
demand will ever be made upon them, or their heirs or successors, by 
the present or any future Government for an augmentation of the 
public assessment, in consequence of the improvement of their 
respective estates”. 

The following remarks of the Courts of Directors in paragraph 
14 of their historic despatch of the 19th September, 1792, explain 
the considerations that appealed to them in giving their assent to 
Lord Cornwallis, proposal for making the settlement of land revenue 
permanent. 

“We do not hesitate to bestow upon them, i. e., the instructions 
issued for making the Decennial Settlement permanent, our hearty 
approbation, not pledging ourselves in this to every particular idea 
comprehended in a complex code, but as being what practice and 
g(X)d sense, existing circumstances and the character of the natives 
required,—order, equity, the improvement of country, the happiness 
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of the people and therein the welfare of the company and the 
advantage of the national interest connected with it”. The condi¬ 
tions to which this perpetual settlement of land revenue was to be 
subject were explained in paragraph 48 of the despatch in the 
following words: 

“You will in a particular manner be cautious so to express 
yourselves as to leave no ambiguity as to our right to interfere from 
time to time as it may be necessary, for protection of the raiyats 
and subordinate landholders, it being our intention in the whole of 
this measure effectually to limit our own demand, but not to depart 
from our inherent right as sovereigns, of being the guardians and 
protectors of every class of persons living under our Government” 
The following provisions were accordingly made in the Permanent 
Settlement Regulation. 

“Article VII. First.—It being the duty of the ruling power 
to protect all classes of people and more particularly those who from 
their situation are most helpless, the Governor-General in Council 
will, whenever he may deem it proper, enact such regulations as he 
may think necessary for the protection and welfare of the dependent 
Talukdars, raiyats and other cultivators of the soil. 

Second.—The Governor-General in Council.now declares 

that if he should hereafter think it proper to re-establish the sayer 

collection or any other internal duties.no proprietor of lanH 

will be admitted to any participation thereof, or be entitled to make 
any claims for remissions of assessment on that account". 

It will thus appear that the position to which the Government 
voluntarily subjected itself in 1793 though irrecoverable, so far as 
the land revenue itself is concerned, placed certain conditions both 
on themself and on the Zamindars and other proprietors for the 
welfare of the cultivators of the soil and other dependent Talukdars. 
To secure such welfare Government are entitled to impose any internal 
duties that they may deem necessary. It is the bounden duty of 
the State to provide for the physical, moral and economic welfare 
of the agricultural community. The worst scourges of rural Bengal 
at present are malaria, Kalaazar and Cholera. To combat them it 
is necessary to extensively dig tanks or sink tube wells in the 
villages so that there may not be any scarcity of good water, and 
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to arrange for proper free medical attendance and the distribution 
of quinine. In order that the raiyats may be intellectually able to 
take proper care of their health and property they should be educated 
and provision should be made for free primary education. The ex¬ 
penditure which the State in Bengal incurs for the education of 
the people is quite insignificant as compared with that of other 
countries and even that of Chiefs’ State in India itself, as will appear 
from the following statement;— 


Name of Country. 

Expenditure of education per 
head of population 


s. 

d. 

England and Wales 

10 

0 

Germany 

6 

10 

Russia 

0 

7 h 

Australia 

11 

8 

Canada 

9 

9 

United States oi America 

16 

0 

Japan 

1 

2 

Baroda 

i 0 

6i 

Travancore 

0 

7 i 

Mysore 

Bengal 

1 

0 

4 (or say 4 annas) 


The expenditure on primary education for the benefit of the rural 
population of Bengal numbering 40J millions of persons amounts to 
anna or a little over one penny per head. The only way in which the 
resources of the State can be increased is by bringing the agricultural 
income of the people of Bengal under the scope of the Income-Tax 
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Act and to slightly enhance the land cess imposed in 1871 by the 
Cess Act 

Any proposal to assess the agricultural income of the people to 
income-tax is likely to meet with violent opposition. But it is hoped 
that a recital of the history of the first imposition of income-tax in 
Bengal will disarm opposition. The enactment on the subject was 
Act XXXII of i860, Schedule I of which imposed a 3 per cent, tax 
on the annual value and profits of all classes of land, whether agricul¬ 
tural or non-agricultural. There was serious opposition from all sides 
at the time. The provisions of the Permanent Settlement Regula¬ 
tion were brought forward from the armoury and set against it. The 
arguments advanced in support of the imposition stand as true to-day 
as half a century ago. 

Regulations I and XIX of 1793 were the two famous enactment 
relating to the settlement of land revenue in Bengal. Under Regu¬ 
lation I the revenue of estates which used to be of a fluctuating 
character in the past was fixed for ever. The main burden of the 
Regulation was that the re-assessment of the permanently settled 
estates was for ever barred. Under Regulation XIX, the claim 
of the State to revenue from estates proved to be held under valid 
free grants from the former rulers was withdrawn. What was 
fixed under the Permanent Settlement Regulation was the revenue 
from land to which the State had an inherent right. It was in no 
sense a deduction from the profits of the proprietors of the land. 
It gave no guarantee whatsoever that the proprietor should never 
be called upon to aid in the relief of the future necessities of Govern¬ 
ment. In Mr. Shore's minute on the Permanent Settlement it 
was made clear that the revenue assessed on the estates was pay¬ 
able absolutely to the State in its own right and was not in any 
proper sense a diminution of the rents enjoyable by zamindars. It 
cannot in the circumstances be said that the permanently settled 
lands or rent free tenures were absolutely exempted from liability 
to contribute to the general taxation of the country. In the minute 
of Lord Cornwallis, dated the i8th February, 1790, it was stated : 

.by reserving the collection of the internal duties on com¬ 
merce, Goverment may at all times appropriate to itself a share of the 
accumulating wealth of its subjects, without their being sensible of 
it. The burden will also be more equally distributed...... It is 
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evident therefore that varying the assessment on the land is not the 
mode of carrying into practice the maxim that all the subjects of 
the State ought to contribute to the public exigencies in proportion 
to their incomes ; and that other means must be employed for this 
object”. Lord Cornwallis made it clear that if at future time the 
public exigencies required larger revenues, the increase must be 
demanded from the wealth of the whole people. In fact, he had 
anticipated that in future some such contribution as the incoftie-tax 
should be levied from the proprietors. 

It was made clear in the Secretary of State’s Despatch No. 5, 
dated the 12th May, 1870, that “the income-tax was not an increase 
of the public demand levied upon the Zamindars in consequence of 
the improvement of their estates”, and that “the growing wealth 
must be made accessible to such demands as arise from time to time 
out of the duty and necessity of applying to the condition of the 
country the knowledge which belongs to a more advanced civilisation 
than its own”. 

Inspite of all opposition. Act XXXII of i860 was passed by 
a majority in the Imperial Legislative Council, and income-tax was 
imposed on agricultural and non-agriculUiral property. It continued 
to be passal as a year-to-year measure up to the end of 1872 and 
in 1873 it was repealed owing to the introduction of the license tax. 
In 1886 the license tax was abolished and income-tax on non-agri- 
cultural income alone was introduced. The principal reason for the 
exemption of agricultural income from the operation of the Act was 
that the land from which such income was derived was subject to 
the payment of cases under Act X of 1871. The Income-Tax 
Act of i860 was a war-time measure introduced after the Sepoy 
Mutiny in order to reduce the debt of Government. The people of 
the country acquiesced in its operation for more than 12 years, and 
when the finances of the country permitted it was repealed. Now 
when the financial condition of Bengal is far from satisfactory and 
as the necessity of the administration requires it there cannot be 
any possibe objection to the introduction of the measure again. 

Agricultural income which is exempted from taxation under 
Section 2 (i) of the Income-Tax Act of 1922 includes the 
following:— 
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(a) Income from property used for agricultural purposes and 
assessed to land revenue or cess; 

(b) any income derived from agricultural land by a cultivator 
or receiver of rent in kind by the performance of any process 
ordinarily employed to render the produce of such a land fit for the 
market; 

(c) any income derived from any building owned and occupied 
by the receiver of rent or revenue from such land, or occupied by 
the cultivator or the receiver of rent, provided the building is in the 
immediate vicinity of Agricultural land ; 

(d) any income derived from forest or trees grown on agricultural 
land by the land-owner, the receiver of rent or the cultivator. 
In view of the fact that most of the holdings in the occupation of 
the ordinary cultivators of the soil are uneconomic in character it 
would not be possible to expect anything in the shape of income- 
tax from them, but there is a large number of middlemen holding 
a large quantity of land under Mas cultivation in some of the 
districts of Northern and Eastern Bengal and selling from time to 
time a large amount of paddy and deriving income to the extent of 
several thousands of rupees, who may possibly be able to contribute 
to the additional income that may be expected from agricultural 
lands. There is again that important class of landholders with an 
income of more than two thousand rupees per annum who may be 
similarly taxed. It is not difficult for Government to ascertain the 
number of such landholders. Persons eligible for election to the 
Bengal Council or the Legislative Assembly or the Council of 
State from the landholders' constituencies will all be liable to income- 
tax. It was at one time ascertained that in Bengal the number of 
the persons having an income of Rs. 10,000 and upwards was 
nearly 400. Some information which it has been possible to 
gather in respect of five out of twenty-eight districts in the 
province of Bengal from the settlement reports and other reliable 
sources is furnished below to give an idea of the possibilities of 
a large income from such source : 
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The above statement shows that even if super tax be not charged 
the probable proceeds from income tax on the income of zamindaries 
alone in five districts might amount to over two lakhs sixty-three 
thousand rupees. Calculated on this basis the revenue from this 
source in the whole of Bengal is likely to be not less than Rs. 15 
lakhs. The assessment on the income of subordinate tenure holders 
also yield a considerable sum. If the Government of India whose 
wholesale appropriation of the entire income-tax proceeds from Ben¬ 
gal has been pronounced by all shades of political opinion to be un¬ 
warranted and iniquitous agree to waive permanently their claim to 
the annual contribution of Rs. 63 lakhs, it would be quite worth the 
while of the Bengal landholders to share this burden of taxation in 
the interest of the welfare of the people of Bengal. 

In order that the burden of taxation may fall equally on perman¬ 
ently settled and temporarily settled estates, it would be desirable, in 
case it is decided by Government to impose income-tax on agricul¬ 
tural income, to assess to tax only the balance of the income that is 
left after payment of land revenue the incidence of which varies 
considerably in the case of temporarily settled estates. In tempora¬ 
rily settled estates the profit that is allowed to the proprietors and 
tenure holders is generally not more than 40 per cent, of the assets 
though in special cases it may rise up to 50 per cent. 

Under the existing provisions of the Cess Act the maximum 
limit for each kind of cess (road cess and public works cess) is 
half anna in the rupee. If this rate be increased by another :1th 
anna there may possibly be a good income to the state which may 
most usefully be utilised in connection with the spread of free pri¬ 
mary education. It may be hoped that any such measure calculated 
to meet a long felt national want will not be opposed by the intellig¬ 
entsia of the country. It has already been stated that the total 
income of the zamindars from landed property was estimated in the 
year 1924 to be Rs. 1,468 lakhs. According to the principle laid 
down in Section 41 of the Bengal Cess Act the cess income from 
this source would amount to nearly Rs. zij lakhs which is not quite 
an insignificant sum for launching any scheme of national improve¬ 
ment. 



Local taxes in the rural areas of the 

MADRAS PRESIDENCY 

BY 

M. Venkatarangaiya. 

Local Boards which are the authorities entrusted with the admin¬ 
istration of purely local affairs in the rural areas of the Madras Pre¬ 
sidency get their revenue from three sources, viz., (i) Taxation, (2) 
Provincial grants, and (3) Miscellaneous including remunerative 
enterprises and fees. The relative position occupied by the income 
from these sources during the last half a century, is brought 
out by the following table of the average annual revenue from decade 
to decade since 1873-4 \ 


Decade. 

Tax-revenae. 

Provincial grants. 

Miscellaneous. 

Years. 

Rs. 

Ks. 

Ks. 

1873-4 to x882'3. 

3 «,74.707 

S» 27,096 

18.99.341 

1883*4 to 1892-3. 

Si.* 3 .'S 4 

3 »S 4455 

10,25,183 

1893-4 to 1902-3. 

63..33.S38 

4,02,252 

15.54,033 

1903-4 to 19*2-13. 

80,78,456 

25.49*098 

25.43.210 

1913-14 to 1922-23. 

• 03 , 55.'72 

64,94.526 

46,56,636 

1923-24. 

•32.65.976 

98,83,000 

71,56,425 

1924-25. 

1.30.72,898 

87,85,000 

73,74,393 


These figures indicate that the proportion of tax-revenue to the 
total receipts was high up tf) 1902 03 and that it has been failing 
since then, while the case in regard to provincial grants and the 
miscellaneous sources has been quite the reverse. In the decade 
1873-4 to 1882 3 taxation contributed 65% of the total receipts and 
in the following three decades the percentage was 78^4, 76'8 and 
61 respectively. During the period 1913-14^ 1922-23 only 47‘8 
of the total receipts was due to taxation and the years 1923-4 and 
1924 5 show a still further decline to 43 5 and 44 5. Though it 
can be inferred from this that local boards have at present to 

1 Taken from the Annual Reports on the administration of Local Boards. In 
this calculation contributions from one head to another ^nd miscellaneous debt 
neada have been excluded. 
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depend more on provincial grants than was the case twenty-five 
years ago, taxation still occupies the first place among the sources of 
revenue. 

Before 1871 the only local tax in rural areas was the road cess. 
The Act of 1871 added two more taxes, viz., the house tax and 
tolls. These three continued to be the sources of tax revenue till 
1920 although on two occasions—in C884 and in 1900—the Local 
Boards Act underwent a change. The Act of 1920 under which 
local boards are working at present, introduced three new taxes—a 
profession tax, a tax on companies, and a pilgrim tax. But as the 
additional income which these have so far brought is comparatively 
small, it can be said with much justification that kx:al boards depend¬ 
ed even in 1926 on the same sources of taxation as in 1871. 

I. Land cess. 


Of the taxes 

, land cess is 

by far the most pnxiuctive as well 

as the oldest, 
figures. 

Its importance 

can be seen 

from the following 

Dtjcacle. 

Total Tax-revenue. 

Land cess. 

Percentage of (3) to (2). 

(0 

(2) 

(3) 

(4) 

Years. 

Ks. 

Rs. 

Ks. 

18S3-4 to i8g2 3 

51,23,154 

4,401,617 

86’2 

1893-4 to 1902-3 

6301,538 

5,116,298 

8o’9 

1903-4 to 1912-13 

80,78,456 

5.750,490 

69*2 

1913-14 to 1922-23 

103,55,172 

7,247,909 

69*9 

year 1923-24 

132,65,976 

8,666,647 

65* I 

” ^924-25 

<30,72,891 

8,400,230 

64-6 


A statutory cess on land was for the first time introduced under 
the village cess Act of 1864 which provided for the collection of a 
cess not exceeding one anna in the rupee, of government assess¬ 
ment of land to be devoted towards the pay of the village establish¬ 
ment. In 1866 the District Road Cess Act authorised the collection 
of another six pies per rupee on the rental value of all occupied 
land on whatever tenure held. This Act was repealed in 1871 and 
a fresh Local Funds Act was passed providing for a one anna cess. 
The Act of 1884 did not make any change in this respect, but 
when it was amended in 1900, a special clause was introduced 
permitting the collection of an extra cess at three pies per rupee to 
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be spent entirely for the construction of railways and tramways. 
When the Village Cess Act was repealed in 1905-6 the burden of 
the land cess became considerably lightened although its retention 
and diversion towards other objects of local expenditure would have 
been a sounder policy. Under the Act of 1920 which is now in 
force, the clause regarding the special railway cess was repealed. 
But the Elementary Education Act passed in the same year pro¬ 
vided for a tax not exceeding 2^% of the land cess to be used only 
for education. These are the main land-marks in the history of 
land cess. 

Two or three questions regarding land cess deserve some con¬ 
sideration. The basis of assessment is one of them. The several 
statutes passed since 1866 have taken the annual rental value of 
occupied lands as the basis. Ordinarily this value is understood to 
mean the balance of gross income left after the expenses of pro¬ 
duction are deducted from it. If expenses are made to include the 
subsistence of the cultivator and the members of his family as well 
as the minimum profits of cultivation, the annual rental value may 
be regarded as an ideal basis of taxation, and it is looked at in that 
light by all students of finance. In practice however there is con¬ 
siderable difficulty in making a correct estimate of expenses and 
therefore of rental value also. A machinery consisting of experts 
in land valuation is necessary for this purpose, and in all countries 
of the world where land tax constitutes an important source of the 
revenue of local bodies the greatest attention is being paid to this 
aspect of the matter.^ Local Boards in this Presidency have not 
had the means to maintain a costly establishment for calculating 
the real rental values of land and government also thought it 
unnecessary to make any such elaborate calculation for purposes of 
local taxation. The position taken up by government is a reasonable 
one, as it has numerous experts in the body of settlement officers 
whose duty it is to fix the land revenue assessment on the basis of 
rental values. For the local boards to do again at a high cost all 
that the settlement officers were doing for the government, would 
have meant an unnecessary duplication of machinery and a waste 
of public funds. Consequently legislature has defined in the several 
acts the exact meaning of annual rental value. In the ^yotwari 

X G. F. Shirras, The Science of Public Finance, P. 449. 
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lands it means the assessment payable to the government together 
with water rate charged for its irrigation. In imm lands it means 
the full assessment which such lands would bear if they were not 
inam, and in the Zamindari lands it means the actual rent paid to 
the Zamindar by the cultivator.^ 

This procedure has two decided advantages. The cultivator is 
familiar with the demand on account of land tax and a cess based 
on it is very easy for him to understand. The introduction of a 
new conception of rental value would have created doubt and con¬ 
fusion in the minds of the ryots, and caused practical difficulties 
in assessment and collection*. A second advantage is that the 
actual burden of the cess is very much lighter than what it would 
have been if it had been based on real rental values. For, the 
land revenue assessment does not go beyond fifty per cent, of the 
rental and is in many cases much below this. Thus a one-anna cess 
at the present day is really equivalent to or even less than a half 
anna cess. This was however not the view always entertained on 
the subject. There were some who thought, that even from the 
standpoint of the payer of the cess, the calculation of the true 
rental value would have been better. During the discussions in 
the Madras Legislature of the Local Funds Bill of 1870, it was 
pointed out that the land revenue assessment by settlement officers 
was arbitrary and that in many districts it was no true index of 
rental values®. In those days when the land revenue policy of 
the government did not possess that definiteness which it obtained 
after the issue in 1901, of the famous resolution by Lord Cnrzon's 
government, there was some justification for this attitude. But 
conditions are now entirely different and calculations have shown 
that, “ the percentage of assessment to rcntfll in the case of all 
classes of leases taken together varies from 10 7 to 29*0, the 
percentage in half the districts being less than 17‘i''^, There 
is therefore no denying that the present basis for calculating the 
land cess is of very great advantage to the cultivator. 

This has however resulted in weakening the boards financially. 

1 Section 79 of the L. B. Act of 1920. 

2 Madras Legislative Council Proceedings (M. L. C. P.) of‘1870. Discussion 
on Local Funds Bill especially the speech of Mr. Raniaiyangar. 

3 Report of the Select Conuiiittee; and Macfayden*s note. 

4 Report of the Indian Taxation Enquiry Committee, 1926, (I.T.E.B,), P. 77. 
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At the rates fixed by the statutes a cess on actual rental value 
would have yielded a much larger income. It would also have 
made the income more elastic, growing every year with the pros* 
perity of agricultural industry. Land revenue assessment is liable 
to be revised once in thirty years, and till such a revision is 
effected the proceeds from land cess cannot show a substantial 
increase. This inelasticity has to some extent been responsible 
for the failure of the boards to respond adequately to demands 
made on them for additional expenditure on public health or educa¬ 
tion. 

Even under this system, a certain amount of elasticity could 
have been secured, if the legislature had not laid down the maxi¬ 
mum rate at which it was competent for the boards to levy the 
cess. But a quite different policy has been pursued by the govern¬ 
ment in this respect. One anna per rupee of land assessment 
was the rate permitted by the Acts of 1871, 1884 and 1920. Under 
no circumstances could this rate be exceeded according to the Act 
of 1871. The corresponding clause in the Act of 1884 was equally 
rigid^, and when it was amended in 1900 there was provision 
made for a special railway cess of three pies per rupee. The 
maximum rate for general purposes continued to be one anna. In 
all these acts an exceptional treatment was accorded to Malabar, 
where a two-anna rate was permitted owing to the low rate of land 
assessment in that district. Experience however showed that the 
one anna rate was too low to enable the boards to get adequate 
resources for their requirements. Government also realised this 
in course of time, and showed its willingness to raise the rate to 
two annas in all the districts. To create public opinion in favour 
of the higher rate it undertook to distribute the provincial subsidies 
at a more favourable rate to boards agreeing to the higher rate of 
cess*. Accordingly the original draft of the I.ocal Boards Bill 
of 1920, fixed the maximum limit of land cess at two annas per 
rupee, and provided also for its further enhancement with the 
special sanction of the government in cases of real necessity. This 
was a move in the right direction, as it not only had the possibility 

t The minute of dissent of Mr. H. B. Grigg to the report of the (Madras) Local 
Self-Government Committee, (L.S.G.C.) of 1882. P. 123-6. 

2 Madras G. O. No. 1273 L of 4th August, 1913. 

Madras Budget Memorandum 191415 (Para. 17), 
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of immediately securing to the boards a larger income but also 
provided for its expansion under special circumstances. At the 
same time the necessity for the previous sanction of the government, 
for any rate higher than two annas, was a real safeguard against 
undue oppression. But this clause was dropped by the Select Com* 
mittee and the rigidity of the old rule was reintroduced. Under 
the existing act an one-anna cess for general purposes is obligatory 
in every district ; and in addition to this, discretion is given to 
levy a three pies cess of District Board purposes alone, and a simi¬ 
lar one for Taluk Board purposes. The maximum rate, therefore 
is one anna six pies and it is impossible to enhance that rate under 
any circumstances. 

Freedom of local bodies to vary the rates of taxation according 
to their requirements is now recognised as a sound principle so 
far as Municipalities in the Presidency are concerned. It is un¬ 
fortunate that this concession is not extended to local boards. 
It cannot be argued that the needs of the boards are fewer or less 
urgent than those of Municipalities, or that there is a greater danger 
of power being abused by them. They are everywhere under the 
control of representatives of landholders and the rate of cess will 
not be raised by them unless the need for it is clear. The fear 
that a high rate of land cess will adversely affect the growth of 
land revenue which constitutes a large proportion of the income 
of provincial government is groundless, especially in view of the 
proposals for the standardisation of land revenue assessment 
at a low rate.^ The analogy of the adverse effects of a surcharge 
on income-tax does not hold good in this case. It is thus desirable 
that local boards shall be given freedom to vary the rate of land cess. 

Another serious defect of land cess is that it is not in propor¬ 
tion to ability to pay—the poorest landholder being called upon 
to pay at the same rate as the richest. There is a strong case 
for progression in the ryotwari areas and a change in the principle 
of distribution of the burden in the Zamindari areas. A higher 
rate may be imposed on cultivators paying an assessment of one 
hundred rupees, the rate rising progressively on assessments of 
Rs. 250, Rs. 500 and Rs, 1,000. This will not add to the cost 

I, I, T. E, C. report, p. 86. 
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of assessment or collection. It will not lead to any breaking up 
of large estates and agricultural holding becoming more uneconomi¬ 
cal and land cess forms only a small part of the total tax burden. 
It will also bring incidentally an additional income to the boards. 

Under existing arrangements land cess in Zamindari areas is 
collected partly from the zamindar and partly from his tenants, 
while in ryotwari tracts the whole cess is paid by the landholder. 
Much of the economic backwardness of the tenants in Zamindaris 
is due to the peculiarities of their land tenure and the larger rents 
they have to pay. No special benefits are conferred by the Zamin¬ 
dar on them. It is just that he is asked to contribute at a higher 
rate towards the income of local boards and thus help the spread 
of education, medical relief and health among the tenants. It will 
be reasonable if while the tenant pays half anna per rupee the 
Zamindar is made to pay one anna The force of ancient tradition 
which made it incumbent on a Zamindar to spend a substantial 
portion of hid income on the improvement of the inhabitants in the 
Zamindari has now become very weak ; and the imposition of a 
higher rate of cess will go to some extent in making up this defect. 
Taxing them through a local rate is much better than imposing an 
income-tax on them for Imperial purix)ses. 

It may be thought that the removal of the existing statutory 
limit to the rate of land cess coupled with the proposal to double 
the rate on Zamindars may lead to a possible confiscation of much 
of their incomes. But this is not likely to be the case. For, the 
proposal is not to completely exempt the tenant from liability to pay 
the cess. He will share it in the proportion of one to two instead of 
equally, so that any decision by a local board to collect more from 
the Zamindar will mean the enhancement of the tenants share 
by fifty per cent, of it. The liability of the tenant will serve 
as a check on the rashness of the boards in their attempts to raise 
the rates too high. 

With modifications like these the land cess will constitute an 
ideal tax for local purposes. For it has already all the other merits 
of a good tax. It is economically collected and assessed. It has the 
characteristic of certainty from the point of view of the payers as 
well as of the boards. The fact that in 1924-25, it contributed to 
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nearly sixty-five per cent, of the tax revenue shows that it is also 
highly productive. In any reformed scheme of local taxation it is 
bound to retain its importance and will have no powerful rival or 
substitute.' 

2. House tax. 

The position of the House tax in the finances of local boards is 
best explained by the following table which records for different 
periods the average annual income from it and the percentage borne 
by it to the tax revenue and the total receipts of the boards. 


Period 

(1) 

1 

Average annual 
income from 
House-lax 

(2) 

Percentage of 
(2) to Tax 
revenue 

(3) 

Percentage of 
(2) to Total 
receipt 
(4) 


Rs. 



1886-87 

37.359 

ri 

60 

1886-87 to 1892-93 

1,46,624 

27 

2*1 

1893-94 to 1902-3 

4,23,962 

6-6 

SI 

1903-04 to 1912-13 

6,55.322 

8-1 

42 

1913-14 to 1922-23 

9.82,005 

9'4 

4‘S 

1923-24 

12,89,697 

97 

4-2 

1924-25 

13.15.466 

io’o6 

4‘4 


One characteristic of the house tax which distinguishes it from the 
other taxes levied by the boards is that it has always been imposed 
only in particular localities. The Act of 1871 laid down that “ it 
shall not be imposed except in villages, of groups of villages, or 
townships, in which a school supported by a government grant-in-aid 
already exists, or in which the inhabitants are prepared to establish 
a school under such rules as may, at the time, be in force in respect of 
educational grants-in-aid, or in which the government shall determine 
to establish a school.” In accordance with this section it was 
extended by 1874 to only 271 villages. When after a period of 
abeyance it was revived by the Local Hoards Act of 1884 provision 



336 LOCAL TAXES IN THE RURAL AREAS 

was made for its levy only in unions —a new administrative unit 
consisting of a single village or group of villages. This feature has 
remained in operation until the present day. In 1924-25 the tax 
was levied in an area containing a population of only 3,696,729 which 
constitutes a little less than a tenth of the total population under the 
jurisdiction of local boards. The low productivity of the house tax is 
accounted for by this 

In this policy the goverment was guided in early days by two 
factors. One was the dislike of a multiplicity of taxes. A single 
tax fairly productive and touching the large majority of the people 
of the Presidency was thought to be much better than a number of 
small imposts of a vexatious character.^ The land cess fulfilled this 
criterion to a very great exent and as it was decided to impose it, it 
appeared unnecessary to burden all the inhabitants with any other 
tax. It may, however, be argued that even from this standpoint a 
house tax would have been superior to even the land less. For 
while the latter affects only the holders of lands and gives exemption 
to non-agricultural classes, the house tax falls equally on all. 
But there were two possible objections to a universal tax on houses. 
One was the difficulty involved in assessing the value of houses by a 
Central body like the District Board (or even the Taluk Board) with 
jurisdiction over a large area. The other was that in rural parts a 
house should not be regarded as a correct index of a man’s ability to 
pay taxes, there being little difference in many cases between the 
house of a rich man and that of a member of the middle class. It 
was also contended that in several cases impoverished families cxicupi- 
ed spacious houses inherited from rich ancestors and that it would 
be unjust to tax them on the basis of the value of such houses. It 
was, therefore, concluded that as a general tax land cess was better 
than house-tax, and that the latter should be levied only when a 
distinct benefit was conferred on any l(x:ality. 

Between 1871 and 1874 it was confined to villages in which 
there was a grant-in-aid school, and was therefore practically a sort 
of education tax. But this association of the tax with education 
made both of them unpopular as there were several who thought 
that sanitation had better claims on it than education. The Govern- 

(r) Minute of the Governor, dated 23rd Nov., 1868, (published in papers relat 
ing to the Towns’ Improvement Bill of 1870). 
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ment therefore put it into abeyance in 1874.^ On the recommenda¬ 
tion of the Local Self-Government. Committee of 1882 it was 
revived in the Act of 1884 and confined to ‘ unions' which were 
mainly administrative areas organised for sanitary purposes. It took 
therefore the form of a sanitary rate. Every village is not a union. 
At present there are only 495 unions and the tax is confined to them. 
Villages outside the union areas are nearly eight times in number. 

Economic theory regards the house-tax as an ideal one for 
purely local purposes. For it is mostly the owners of house property 
that are benefited from local expenditure on sanitation, lighting and 
other improvement. It is also a tax with which the inhabitants in 
the Presidency were familiar before it was incorporated into the 
Act of 1871.* But there was one difference between the old and 
the new in regard to the method of assessment. Under the 
indigenous methods it was more or less like a poll-tax on house¬ 
holder. In its present form it is a tax on houses, and is based upon 
a regular classification of them on the basis of their value. 

Detailed rules were not laid down in the earlier acts regarding 
the assessment of the house-tax. Under the acts of 1871 and 1884 
houses were divided roughly into six classes and the rate of the tax 
varied from Rs. 5 to annas 4 per year. In 1900 the number 
of classes was increased to nine and the rate on the highest class 
was raised to Rs. 10. The current act deals in greater detail with 
the methods of assessment.* It is left to the discretion of each 
union board to divide the houses into any number of classes—pro¬ 
vided that it is not less than six. It therefore ensures a fairly good 
gradation. The principle of assessment is that of valuation, it 
being left to the union to proceed on the basis of either capital 
value or annual value. This is a sound provision as houses in rural 
areas are occupied mostly by the owners and it is not consequently 
possible to estimate their annual rental values. It is, therefore, 
safer to proceed on the basis of capital value which it is easy for 
the authorities of the union with their local knowledge to estimate 
correctly. It is obligatory upon every union board to revise the 
valuation once in five years and this gives opportunity to get 

1 Madras Administration Report, 1873 74, L, S. G C. report also, 

3 Statement of objects and reasons re L. T. Bill of 1870. 

2 Schedule TX, Sections 12 to 25, 
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increased income from time to time. No maximum rates are laid 
down in the act which is a healthy departure. There is also pro¬ 
vision for a progressive rate of taxation and in both these respects 
it differs from land cess. 

In the actual administration of the tax three difficulties have 
so far been experienced, (i) One is in respect of exemptions. All 
the acts have recognised the need for exemption on the ground of 
the poverty of owners. This power was however abused in earlier 
years by the boards^. Twenty-five per cent, of the houses were left 
unassessed in many places and in some nearly fifty per cent. It 
must be noted that villages that are constituted into unions 
are generally prosperous and are in the position of miniature 
towns which may grow in course of time into municipalities. The 
exemption of such a large percentage of houses is rather suspicious. 
To prevent it the Act of 1920 laid down that ordinarily “ houses 
valued at a greater capital value than Rs. 240 or a greater annual 
value than Rs. 20 shall not be exempted in any union.” (2) A 
second defect was slackness in the collection of the tax which was 
mostly due to the indifference or incompetence of the union execu¬ 
tives and the lack of proper supervision by higher authorities.* 
(3) In several cases provision regarding the quinquennial revision 
was disregarded. These defects can be removed in time with the 
growth of civic consciousness. A cautious experiment may also be 
made by way of “ surcharging" the union board in case of gross 
neglect. 

The future of the house tax is closely bound up with the policy 
of government in regard to the extension of unions. Public opinion 
is not in favour of these administrative units.* They are highly 
artificial in character. The constitution of Village Panchayats is 
preferral to them. The taxes levied in Panchayat areas have not 
yet been reduced to and uniformity and it remains to be seen what 
place the house tax will occupy among them. The peculiar econo¬ 
mic conditions of the rural areas indicate that it is more suited to 
urban centres and experience confirms this opinion to a great extent. 

1 Annual Administration reports* 1890-1, 1891-92. 

2 Annul Administration report, 1889-90. 

3 M. L. C. P., 23rd November, 1916, 3rd April, 1919 and also G. O., 1410 L 
of 1915. 
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Tolls. 

Next to land cess, tolls form a most productive source of the 
revenue of local boards and they have been occupying this place 
continuously for the last fifty years. In 1882-83 the yield amounted 
to Rs. 3,86,662 and the progress made since then is illustrated by 
the following table. 


Period. 

(I) 

Average annual 
Income from 
Tolls. 

(2) 

Percentage of 
(2) to total tax 
revenue. 

0 ) 

Percentage of 
(2) to total 
receipts. 

( 4 ) 


Rs. 



1882-83 

i 3,86,662 

8-4 

69 

1883-84 to 1892-93 

i 

6,18,901 

1 

128 

9’5 

1893-94 to 1902-03 

7,76,446 

122 

93 

1903-04 to 1912-13 

11,10,154 

107 

8-4 

1913-14 to 1922-23 

21,56,725 

20'8 

1002 

1923-24 

3 f,55.000 

237 

104 

1924-25 

31,83,000 

243 

io ’8 


A comparison of this with the table on pages 2 and 10 will make 
clear the relative position occupied by land cess, house tax and tolls 
in local taxation in the past and at the present day. Inspite of the 
objections occasionally raised against tolls they have been contri¬ 
buting more and more to the tax income and in contrast to income 
from land cess and house tax, the proportion the income from them 
bears to the total receipts, has also been on the increase. While 
the revenue from land cess increased by 47%> tS'9%i 
26'3% respectively in the decades from 1882-3, that from tolls 
increased by 6o‘i%, 2S’S%, 43%, and <)A,'2% thus indicating the 
more rapid rate of its growth. All these features have to be borne 
in mind in examining the proposals made now and then for the 
abolition of tolls. 
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The growth in the income from tolls is due mostly to an increase 
in the . number of toll-gates or places where tolls are collected and 
partly to the adoption of higher rates of taxation. In the earlier 
years government was very cautious in granting permission to open 
new gates' but as the need for extending means of communication 
and keeping them in proper condition came to be felt more and 
more the strictness of the original policy was relaxed. In 1885-86 
there were only 191 gates or one gate on an average for 111 miles 
of road maintained; the corresponding figures for subsequent years 
are as follows;— 


Year. 

No. of toll-gates. 

No. of miles per gate. 

1885-86 

191 

HI 

1895-96 

277 

97 ’5 

1905-06 

307 

917 

1915-16 

425 

6 57 

1 

1924-25 

430 

62’I 


Under the Local Boards Act the maximum rates at which tolls 
maybe levied under different heads—Motor Vehicles, Bicycles, Carts, 
etc.—are laid down and the boards are empowered to fix in accord¬ 
ance with local condition the actual rates which may vary from 
time to time and from district to district. In this respect boards have 
shown in recent times a disposition to fix the rates a? near the 
maxima as possible. For instance in 1885-86 tolls were levied at the 
maximum rates in 78 gates and at half the maximum in the remain 
ing 113. The changes made in the subsequent years are shown 
in the following table : 


1 Madras Govt resolution on * Finances.’ Fort St. George Gate the Supole- 
ment, March 26 , 1876 . ^ 
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Year. 

Maximum rates. 

j 

5 of the Max. rates. 

J of the Max, 

1895-96 

99 

• • 

178 

1905-06 

141 

7 

159 

1915-16 

233 

86 

106 


Information regarding 1924-25 is not precise; but even then 
maximum rates prevailed in all except eight districts, and even in 
these eight the rates were below the maxima only at certain gates 
and for certain classes of vehicles.’ 

This revenue consists partly of the proceeds of tolls levied in 
gates maintained by the Local Boards and partly of contributions 
paid by Municipalities;: The latter owes its origin to an executive 
order of the Madras Government issued in 1875-76.® It was the 
outcome of a controversy in regard to the legitimacy of tolls 
levied by Municipalities on ‘through* as distinct from ‘local’ traffic. 
Under the Towns’ Improvement Acts of 1865 and 1871 municipal 
councils were authorised to collect tolls on vehicles and animals 
entering towns and making use—by implication—of the roads and 
other amenities provided by Town authorities. This power was 
however abused,® no distinction being drawn between vehicles 
passing by accident as it were through the town on their way to 
other places and those whose destination was the town itself. 
Tolls collected by municipalities under these circumstances operated 
as a sort of transit duty falling not on the town popula¬ 
tions benefited by municipal expenditure but on the general 
public of the surrounding country. Besides this, the roads on 
which the ‘ through ’ traffic passed were maintained by the local 
boards and to them belonged of right any tolls levied on such 
traffic. It was, therefore, felt that the municipalities were not entitled 
to enjoy all the revenue they collected from tolls and that it was 

1 Annual Administration Report, 1924-25, p. 8. 

2 Madras Administration Report, 1875*76; also L. S, G. C. report, p. 27. 

3 A vigorous indictment of municipal tolls is found in Mr K6binson’s Minute 
published in the Volume in “ Papers relating to the Jaitia improvement bill of 
1870 ” ; the Volume is indispensable for a study of “ tolls ’* in the Madras Presid¬ 
ency. 


28 
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but just that they should pay back to the boards that part of their 
revenue which might be regarded as contributed by the ‘ through ’ 
traffic passing along the towns. Rough calculations of this share 
were made and municipalities were ordered to part with it. 

Even at the present day many municipal councils refuse to pay 
their contributions and disputes often arise between them and the 
concerned boards. They are generally referred to Joint Committees 
and in .some cases are amicably .settled by them. But there arise 
occasions when governmental intervention becomes necessary and 
disputes are prolonged. One way to avoid them is to put a stop to 
all municijial contributions. In defence of this it may be argued 
that after all the amount paid by municipalities is not very much. 
Taking the )-ears from 1904-05 it is found that the proportion 
which it bears to the total tolls—income of the boards has been 
steadily going down. In 1904-05 it formed i6'9 per cent, of this 
income ; it fell to 12 per cent, in 1914-15 and 76 per cent, m 
1924-25. While there is force in this argument it may be pointed 
out that justice is on the side of the boards. So long as they 
maintain the main lines of traffic tolls ought to go to them and not 
to municipalities. A better solution is the abolition of municipal 
tolls and devise a better method—and such methods are available— 
of taxing the purely local traffic entering the municipal areas. 

As a method of taxation tolls are open to the criticism that “ they 
are undoubtedly an impediment to through traffic.” There is, how¬ 
ever, some exaggeration in this view and they are not really so 
objectionable as they appear to be at first sight, (a) The imposition 
of this tax and its administration have always been based on the 
principle that those who make use of roads should as far as possible 
be made to pay for their maintenance. Regarded therefore as the 
price paid for the use of roads they do not appear to be unreason¬ 
able. ( 6 ) The most common mode of conveyance on roads is 
the “ Cart ” and the toll which it is liable to pay is annas three only. 
The tendency is to have not more than one gate for every twenty 
miles and in many cases the distance is longer. When the capacity 
of a cart is considered three annas is not such a high rate as to 
interfere with traffic. Statistics are not available to give an idea 
of the volume of traffic passing along the roads but it may be stated 
that the tolls to which the traffic is subject do not make any 
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appreciable addition to its cost. The collection does not lead to 
annoyance or delay as necessary precautions are taken for the pur¬ 
poses, and as the speed of the carts is generally very low. The 
boards cannot raise the rates indefinitely as the maxima are specified 
by the legislature itself. People have become habituated to this 
method of taxation and there is no specific complaint against it 
except the general one that is made against all taxes. 

{c) It is the increase in motor traffic that is responsible for the 
present opposition to tolls. The remedy is not the abolition of tolls 
but the exemption of motor vehicles from them, and subject them 
to some other kind of tax. id) Tolls contribute nearly a fourth of 
the tax income of the boards ; and their abolition will lead to the 
bankruptcy of many of them. The conclusion therefore follows 
that tolls have to be retained in the scheme of kx:al taxation. 

{4) Other taxes, 

(a) The Pilgrim ta.x docs not possess any great importance. 
It is confined to only such pilgrim centres as can be reached 
by rail and all the income derived from it lias to be spent on the 
development of the particular centre in respect of which the tax is 
levied. 

{b) Profession tax. The intniduction of the Profession tax by 
the Act of 1920 may be regarded as an epoch making oveni in the 
history of local taxation in rural areas. Uj) till then the burden 
of taxation fell mostly on the holders of land and all non-agricultural 
classes were practically cxenijit. This was a serious defect, for, 
these classes had been sharing the benefit of local expenditure on 
education, roads, public health organisation, etc., without contribut¬ 
ing anything towards it Equity required the taxation of such 
classes and this was accompliced by the Act of 1920. 

As in the case of all other taxes discretion is given to the 
district board to levy' the tax or not in any local area. Put when 
the levy is decided upon, ‘ every person exercising a profession, 
art, trade, or calling, or is in receipt of any income from money- 
lending or any source other than lands and houses* is liable to pay the 
tax. The amount of the tax depends on a rough estimate of income 
‘ based on the nature and reputed value of business, the size and 
rental of residential and business premises, the quantity of articles 
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dealt with, the niKTiber of persons e ti ployed an i the income-tax paid 
to government/ The rate varies from one rupee i)er year on in¬ 
comes between twenty-five and forty-nine to two hundred and twenty 
rupees on incomes of not less than two thousand rupees. These 
are the maximum rates allowed by the act but it is open to the 
local boards to levy the tax at these or at any lower rates. Nearly 
thirty per cent, of the inhabitants in rural areas belong to the non- 
agricultural classes, and if properly assessed and collected the tax 
is bound to bring an appreciable income to local authorities. 

At present the tax suffers from two defects. One is that it can¬ 
not be extended to persons holding appointments, ‘ public or private, 
or are in receipt of any pension or income from investments.’ In 
defence of this it was argued that appointments, etc., do not come 
under the category of professions. This seems a strange interpre¬ 
tation and is inconsistent with the corresponding clauses in the 
District Municipalities Act where holders of appointments are as 
much liable to the tax as others. It was also stated in defence of 
the present position that the imposition of profession tax on the 
‘ exempted ’ classes will adversely affect the im])erial income-tax.^ 
All holders of appointments do not fall in the category of income- 
tax payers; and as it is not possible for them to conceal their 
income it is not known how their assessment to profession will 
affect the yield from income-tax. 

A second and a more serious defect is in respect of the assess¬ 
ment and collection of profession tax. Each local board e.xercises 
jurisdiction over a large aiea consisting of a number of scattered 
villages ; and officers appointed by the board cannot be expected 
to possess the local knowledge necessary for making an estimate of 
the income of people and classifying them on the basis of the 
income. For the tax is based on a sort of rough guess work 
regarding incomes and the act does not empower the boards to 
call for the accounts of the assessees. None except the residents 
of villages will be able to do this work. Consequently the boards 
at present depend upon the village officer for preparing the assess¬ 
ment registers and making the collection of the tax. These officers 
however arc not the direct subordinates of the boards and are not 


M. L, C. r, 76tb Sept., 1920. l>»8cussion <»n L, B. bill 
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therefore subject to their control. They do the work indifferently 
and are slack in making the collections. 

Any attempt to replace them by agents of their own wiU add 
very much to the expenditure of local boards. It is circumstances 
like these that have deterred many boards from resorting to the 
tax, and a fe.v that originally levied it have subsequently given 
it up. 

The remedy for this is not the abolition of profession tax. As 
has already been shown it is necessary in the interests of equity. 
What ought to be done is to create smaller and more compact 
administrative areas than the present Taluk Boards. Each village 
must form an administrative unit by itself and to the village 
Pancbayat should be made over the assessment and the collection 
of profession tax. Some of the functions of the boards may be 
transferred to the village Panchayats. Thus the success of the 
tax depends on further decentralisation. 

In 1923-24 the tax was levied by 51 out of 126 taluk boards and 
in 1924-25 the number went up to 57. The yield was Rs. 1,23,752 
and Ks. 2,86,547 respectively in those two years. It is mostly 
the boards in Malabar, S. Canara and Ramnad that have levied it. 

(c) The tax on companies. This is a necessary counterpart 
to the profession tax But the yield from it is comparatively small 
owing to the existcnc'e of very' few companies in rund areas. The 
basis of assessment is ordinarily the paid-up capital of the Com¬ 
pany ; but in the case of a company the head office or a branch or 
principal office of which is not in the local board area the gross 
income obtained by it in the area is to be taken as the basis. In 
the case of a company which has only a branch office in ths area 
the first method of assessment is applied at present; but this is 
objectionable as it is not possible to determine the share of the paid 
up capital of the company to be credited to the branch. The Local 
Boards Act amending bill of 1923 proposed to levy the tax on the 
business turn over of the company in the local area and this will be 
a fairer basis 
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This Paper proposes the entire abolition of the land revenue, 
and the substitution of a tax on the selling value of land, together 
with an income-tax on large incomes from argriculture. 

There are two outstanding inequalities in Indian taxation to¬ 
day. The first is that city land is not taxed except indirectly and 
lightly through municipal house taxes, while agricultural land is 
taxed heavily by the land revenue. The second is that non-agricul- 
tural incomes arc subject to a progressive income-tax, taking as 
much as a third of the income in the case of the largest incomes, 
while incomes from land are exempt from the income-tax. To some 
extent these inequalities balance each other, but the rich landlord 
is taxed too lightly and the poor cultivator too heavily, while the 
city schools are supported by money raised in the villages. More¬ 
over, the land revenue itself in the course of time has come to bear 
very unequally in different places, owing to the fact that increases 
in land value have outstripped fresh revenue settlements. There 
is also great confusion, and indefensible difference of practice in 
the taxation of village lands, of city lands, and of factory lands in 
different provinces, as shown vividly by the Taxation Enquiry 
Committee. The first inequality can only be avoided by taxing 
city lands and agricultural lands on the same basis. If city lands 
are equally taxed, it should be i^ossible to lower the rate on agri¬ 
cultural lands. If agricultural incomes arc taxed along with other 
incomes, the small cultivators will all come below the limit of 
Rs. 2,000 and will be exempt, and the second inequality will be 
done away with. 

The Taxation Enquiry Committee realizes the need of equali¬ 
zation along both these lines. They urge that in all the provinces 
the laws should be amended to enable non-agricultural lands to be 
taxed on their full rental value, according to the Bombay practice. 
They admit the justice of taxing agricultural incomes, both histori- 
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rally and theoretically, and especially in the cases of the planter 
and the money-lender, or other intermediate holder. But for poli¬ 
tical reasons they only recommend that the rate of income-tax on 
other incomes be determined as if incomes from agricultural were 
included. The land revenue continues with all its imperfections 
and inequalities, but the rate is to be reduced to 25 per cent, of 
the annual value plus another 6 } per cent for local taxation. 
This decrease is to be made up by increasing rates in towuis and 
by taxes on advertisements and entertainments Everyone will 
agree with the Committee that the odroi and terminal taxes should 
be abolished, for this will stimulate both city manufactures and 
rural agriculture, by increasing the trade between city and village. 
But in place of them why substitute taxes on markets, on trades, 
and on professions.? Why not set business free and get rid of all 
these petty taxes by a simple and uniform scheme of land taxation ? 
In any case, considerable increase of business must take place on 
the abolition of the octrois, and this will be reflected in higher 
rents. The time is therefore opportune for introducing fresh taxa¬ 
tion of land, which will not be felt at all if it only takes a part of 
the increased rents obtained. Moreover, markets, trades, and pro¬ 
fessions, advertisements and entertainments, can all run away if 
taxed too heavily, but land cannot leave its locality, and is therefore 
pre-eminently suited for local taxation. 

The Taxation Enquiry Committee considered the ]K)Ssibility of 
a simple, uniform tax based on the capital value of land ; they state 
in favour of it, that it would be intelligible to the most ignorant 
cultivator, that it would enable the legislature to fix the rate of lax 
according to their financial requirements, that valuation and assess¬ 
ment would be separated, and that it would be useful for land 
acquisition and other purposes. Their objections are that capital 
value does not bear a constant relation to annual value, but varies 
with the rate of interest, that valuation would be very expensive 
in India, that valuations would have to be revised more frequently 
than settlements have usually been made, that there are several 
capital values where two or more interests have to be considered, 
as in the case of controlled rents, and lastly that the settlement 
officer will frequently have to determine annual values while deter¬ 
mining, capital values, and therefore no change is necessary. 
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In reply to the first objection it is true that the prevailing rate 
of return on investments in land of different grades has been found 
to vary considerably, but this was chiefly due to differences in risk/ 
and the chance of non-payment of rent, so that in such cases the 
selling value was a truer indication of the net annual value than 
the estimated rentals. In some cases a low return is accepted, 
because the land is increasing in value, and the increase in selling 
value is taken as part of the return. In this case it is the unearned 
increment that is being taxed when the higher selling value is 
taken as the basis of assessment. The Committee appear to re 
commend a tax on unearned increments if these can be calculated 
easily and cheaply. The tax based on selling values does just this ! 
It taxes the increment as well as the earning power. Moreover, 
it taxes the earning power of vacant lots. If land is held out of 
use for speculation or pleasure, the tax on annual value does not 
reach it. Therefore, France and England, where land taxes are 
based on annual value, have been compelled to lay a special tax on 
unimproved land. Where the tax is based on selling value, this 
is unnecessary. The single tax on selling value performs the func¬ 
tions of three other taxes, the tax on value or rents, the tax on 
unearned increments and the tax on unimproved lands. 

With regard to the second and third objections, on the grounds 
of the expense and frequency of valuation, it is hard to see why 
it should be any more expensive than settlement operations, or why 
infrequency of valuation should cause any greater inequality of 
incidence than is the case at present. Certainlj, whether the basis 
be annual value or selling value, it would be of advantage to ha\e 
more frequent settlements, and possibly the increased revenue 
would pay for the additional settlement. There are certainly advan¬ 
tages in having the careful reports of settlement officers, especially 
to economists and statisticians ; but the valuation of land can be 
done much more cheaply if desired. In some parts of America 
an elderly farmer is chosen to value the lands of the township 
(or village), subject to appeal in court. These valuations are taken 
to be correct relatively to each other within that township, but tliey 
may be t<K) high or too low in relation to some other township ; so 
a state (or provincial) equalization board is appointed to equali;?^ 
the valuations as between different townships and different counties. 
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In France both annual and capital values are ascertained once in 
ten years. In New York a record of sales is kept, and land values 
are revised every year. Maps are made showing the average value 
per foot front of a standard lot lOO feet deep in every street. If the 
actual sales value of any lot is greater, values near by are revised 
upward on a sliding scale. In India it is probably best to carry out the 
settlements, as in the past. If this is done, it ought not to be difficult 
to find out the selling value of some lands, and determine others by 
multiplying the annual values by the observed factor of capitalization. 

The fourth objection is by far the most important. There may 
be many sharers in the surplus prcxluce of land besides the govern¬ 
ment : the zamindar, the occupancy tenant, or statutory tenant, 
and the money-lender to whom the land is mortgaged. Each should 
pay in proportion to his own share after the tax is paid. If the 
various rights can be bought and sold, there is no difficulty. Each 
can be valued and assessed at its selling price. But if any of the 
rights is non-transferable except by inheritance, it is only possible 
to value it roughly by considering either the rental paid by a 
neighbouring tenant-at-will, or the selling value of a near-by piece 
of land of similar quality, but legally unencumbered. In the case 
of a mortgage, it is the New Zealand practice to subtract any 
income-tax paid by the holder of the mortgage from the land-tax 
payable. Otherwise, the value of the mortgage may be taken as 
the value of his share, and siibstracted from the value of the land. 
This difficulty is by no means insuperable, but the Committee 
after objecting to a tax on capital value on this score, have found 
themselves unable to solve the same problem in connection with 
annual value, and have re-commended th^t in the case of controlled 
rents, the rent fixed by the settlement officer or by law or custom 
shall be considered to be the annual value, though of course it is 
less than the surplus produce. The same unsatisfactory, but easy 
solution is of course applicable to the selling value. 

The last objection amounts to saying that we should n(jt change 
because we may have to calculate the annual values. This assumes 
that the tax on selling values has no distinct advantages, whereas 
it prevents speculation and vaste of land, and brings in additional 
revenue from vacant lands and from unearned future increments. 
Apart from these advantages, which grow daily more important, 
29 
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1 think it is absolutely necessary to wipe out the land revenue, and 
start with a clean slate, if we are really to reform our system of 
taxation. 

One other difficulty exists, which is perhaps peculiar to India. 
It is the owner of a small ancestral holding. Shall we tax him ? 
If he fails to pay, shall we sell the land to pay his back taxes, as 
is done elsewhere } If he is the owner, he is already paying the 
land revenue. He will therefore pay less if this is reduced to 31^ 
per cent., as proposed. If a tax of 2 per cent, on the selling 
value were taken, he would pay about the same amount, depending 
on the rate of interest. If the holding is an uneconomic holding 
in the sense that it does not afford profitable labour for even one 
family, but does yield food enough if he keeps the surplus, then it 
comes to the fundamental problem of taxation, whether a part of 
the surplus will be better used by the cultivator or by the govern¬ 
ment. As very few improvements can be made on so small a 
holding, it seems that the surplus might better be used by govern¬ 
ment, than to keep the cultivator idle part of his time. If he fails 
to pay, it is not necessary to sell the land fc^r taxes, but it may be 
put under the Court of Wards, unless the owner desires the cash 
and prefers a sale. 

There remains the question of improvement. As many agri¬ 
cultural improvements become an inseparable part of the land, it 
seems best to tax the selling-value of all immovable property, land, 
buildings, and permanent improvements. But in order to encourage 
improvements, all new improvements should be exempt for ten 
years, as is the practice in New York. If old buildings are taxed, 
there is an incentive to erect new and better buildings in their 
places. The tax should be 2 per cent, of the selling-value thus 
calculated, i per cent, to go to the provincial government, and 
I per cent, to the district boards and municipalities. Each should 
have authority to increase the amount up to 2 per cent., if the 
total did not exceed 35 per cent, of the annual value. This would 
enable the boards and municipalities to undertake education and 
sanitation, and to forego some of the petty taxes. The tax on agri¬ 
cultural incomes should go to the provincial governments after can¬ 
celling the provincial contributions. 
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CONGESTION AND INFANT MORTALITY. 

The efficiency of the labour force of a country ultimately governs 
its economic status in the world. In India there is cheap supply 
of labour both for the fields and the factories. In agriculture, 
farming is not conducted on scientific lines and hence labour is 
cheap relatively to capital and machinery. In fact, the introduction 
of scientific methods and investment of capital in agriculture are 
retarded by the abundant supply of agricultural labour. In manu¬ 
facturing industry, however, the shibboleth of cheap labour can no 
longer apply, for, as a matter of fact, Indian mill labour in relation 
to quality and quantity of production is not cheap. Labour is ineffi¬ 
cient and dear in relation to the capital and the machinery which it 
handles. It is a sociolc^ical paradox that where man is cheap 
quantitatively, he is dear qualitatively In our industrial centres 
nothing is cheaper than human life, nothing dearer than good living 
and sanitary conditions. 

There is no clearer index of bad environmental conditions in 
an industrial city than a heavy infant mortality. On the other 
hand, there can be no surer criterion of social efficiency and sanitary 
administration than the lowering of this mortality. The infant 
mortality of our chief industrial cities is appalling. In Bombay 
and Cawnpore more than half the number and in Calcutta, Ahmed- 
abad, Nagpur and Rangoon nearly one out of three children die 
within a year of their birth. In industrial towns in England only 
one of ten children dies in the same period. If we take into con¬ 
sideration the child mortality in those wards of our industrial cities 
which are inhabited by the lower, middle and labouring classes, the 
effects of overcrowding and insanitation will be most clearly appa¬ 
rent. In some of these wards 8 or 9 ont of 10 children die within 
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a year. There is also a close relation between house accommodation 
and child mortality. The greater the congestion, the higher the 
mortality and vice versa. In Bombay the study of the infant 
mortality rate by the number of rooms occupied has distinctly 
shown a correspondence between house room and infant welfare. 
The extent of overcrowding also is much more serious in the Indian 
cities than in the cities of the West. Of the total population of 
Bombay 66 per cent, live in one-nxm tenements as against 64 
per cent, in Cawnpore, 6 per cent, in London, 5 in Edinburgh, 

9 in Dundee and 13 in Glasgow. The average number of persons 
per room in the one-room tenements is 4*03 in Bombay, 3 25 in 
Glasgow, 3*2 in Cawnpore and 2 5 in Edinburgh In the worst 
section of Bombay, the Sewri section, no less than 96 per cent, of 
the population live in one-room tenements with five persons per 
room. In Karachi the overcrowding is even worse than in Bombay, 
the percentage of persons living in rooms occupied by 6 to 9 and 

10 to 19 persons being 32 3 and 12*4 there as against 22*1 and 
10*8 in Bombay. 

It is estimated from Glasgow figures that in a one-room tene¬ 
ment a child loses at least 10 inches in height and 12 lbs in weight 
as compared with a normal child. 

The improvement of housing conditions in our industrial cities 
has thus come to the forefront of our industrial programmes. It is 
now realised more and more that the whole future of onr industrial 
development is bound up with the question of improving the living 
and hygienic conditions in our mill towns and industrial centres. 

GARDEN CITIES. 

The work of Professor Patrick Geddes and Mr. Lanchester in 
reviewing the conditions and requirements of city improvement 
and development in different parts of India has contributed to 
arouse the Indian civic conscience in this regard Garden cities 
have been planned here and there though the people who benefit 
are not always the labouring classes. There are fine Railway Settle¬ 
ments at Kanchrapara, Jamalpur and Alambagh which, however, 
are meant to cater more to the needs of the higher employees. 
There are workmen’s villages attached to the Buckingham and 
Carnatic Mills in Madras while there is a big scheme of a labou- 
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rer's colony at Indora in Nagpur. These are mostly villages com¬ 
prising a large number of huts and if they are isolated and properly 
drained and linked up into an orderly road system, the result 
will be inspiring to others. Jamshedpur with her well laid out 
roads, parks and different grades of houses is now a beautiful city 
but its future is uncertain on account of the growing increase of 
population and demand upon living space. A few miles from 
Lahore a garden city for the middle class is being built; the beauty 
and the symmetry of the plan deserve the highest praise. Apart 
from these tentative or imperfect attempts at building garden cities, 
there are in several of our mill towns labour settlements built by 
the employers. In some the living and sanitary conditions are 
satisfactory ; to many Prof. Geddes* appropriate description ‘ stan¬ 
dardised slums ’ applies. 

As a general rule mill towns and industrial centres are still 
allowed to be built and to grow in India without reference to any 
plan or to the possibilities of industrial development and expansion 
of population. 

Calcutta with her large number of single huts or bustets com¬ 
pacted together and Bombay with her immense back to back tene¬ 
ment houses represent two characteristic types of bad housing 
which are gradually spreading to every smaller industrial town 
in India. The colossal problems of sanitation, sewerage and 
transport in such big cities can be solved only by the adoption of 
Western methods of town-planning, industrial housing and means of 
communication. For cities like these the system of zoning and 
development of industrial suburbs as well as cheap suburban transport 
have long been felt as essential to relieve the congestion, and 
progress in these directions will await education as well as the adap¬ 
tation of national habits to meet the demands of new development 
schemes. 

INDIGENOUS TRADITIONS IN 
CITY IMPROVEMENT. 

On the other hand, in many of the smaller industrial towns and 
villages, which are becoming as closely packed as some of the labour 
bustees of Calcutta, Cawnpore or Nagpur, there is great scope of 
improvement if we can only renew the traditional practices under 
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the new conditions. Many of the mill-towns and municipalities are 
unable to provide the costly systems of sanitation in vogue in 
the West, and instead of waiting for long for better finance, it 
will be economically sound if we can develop along the lines of 
indigenous tradition. 

In India the most important problem of drainage is to get rid 
of the surface water during the monsoon rainfall. One often notices 
the labour quarters on the banks of the Hooghly, in Madras, Madura, 
Nagpur or Cawnpore, flooded during the rains spreading filth and 
disease all around. 

As system of organised drainage for the smaller mill towns 
remains prohibitive in cost for many of the smaller municipalities 
suffer from financial straits. The traditional Indian method has 
been to construct a series of tanks on a lower level which act as 
safety valves in cases of sudden rainfall. In a tropical climate the 
tank equalises the temperature and affords facilities for bathing and 
washing, the lack of which has been so trying to the Indian factory 
hand in his new environment. 

Municipalities can also ill afford to undertake costly engineering 
works to bring water from a great distance. In too many of our 
factory towns and villages the enormous crowds which gather at 
water hydrants as long as water is available indicate the inadequate 
supply. In mill centres one occasionally comes across a definite 
restriction of the quantity of water which a labourer’s family may 
obtain. In such cases a tank on the higher site of the mill village 
or city deepened and embanked for purposes of cleanliness, will 
ensure the supply of good drinking water. Other tanks might 
be constructed at lower levels to provide facilities for bathing and 
washing. 

TANK AND RIVER. 

The tank has played a very important part in Indian social and 
religious life. Temples and guest houses are built on its banks 
while its waters are regarded as sacred and saved thereby from 
pollution. In many of the garden cities of Southern India, the 
tank is as much an object of worship as the god in the temple 
itself while the floating boat and water festival assures its periodical 
purification. If we can revive the respect for tanks in our present 



LABOUR WELFARL and CITY IMPROVEMENt 


35 S 


day industrial environment, not only will the labourers get a more 
stable and copious supply of water but there will also be far greater 
facilities of bathing and washing than what they can enjoy at 
present. 

A tank or a river is always a source of delight and pride for 
an Indian. Unfortunately the modern Indian city development seems 
always to begin with the abolition of the tank and to ignore the 
advantages of river transport. In the Jute mill villages along the 
banks of the Hooghly the provision of a canal system will be 
economically sound. The canals instead of being neglected, as at 
Bally or Triveni, should be systematically linked up with factory 
and storage areas. The possible developments of waterways are 
seen in the Netherlands as well as in Malabar and Cochin where 
the coast from Quilon to Cannanore is fringed with garden cities. 

A further instance of disregard of opportunities will be seen in 
the shallow pits along the railway lines dug for earthwork. These 
excavations might be used for drainage channels, that the water 
would not stagnate, as now, thereby causing malaria. Such channels 
might be used for irrigation or form a part of extended canal system 
connecting the factories and goods sheds with the villages where 
the factory hands live. 

On the banks of the river big industrial cities like Cawnpore 
and Ahmedabad or smaller mill towns like those of Bengal are cease¬ 
lessly polluting the stream while the problem of water supply which 
if much simpler here is seldom tackled with care and respect of 
Indian attitudes. 

The pollution of rivers in America has raised most indignant 
protests and called for collossal schemes for the disposal of city 
refuse and sewerage while in England even sanitary authorities are 
not permitted to pollute a natural stream by sewage matter. 

This brings us to the question of the removal of refuse in our mill 
towns which must also be suited to the habits and traditions of the 
various classes of the Indian community. One of the main reasons 
of the accumulation of filth and dirt in the labour quarters of our 
industrial cities and mill towns is the absence of an adequate number 
of latrines. In some of the mill villages on the river Hooghly I 
found one latrine for 50 families. In Nagpur there are 14,456 
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houses in which there are no latrines at all. Not less than 56 
public latrines were to be provided for with about 1,100 seating 
arrangements. Yet the provision is inadequate and people resort 
to call of nature at each and every place. Similarly in Ahmedabad 
more than 60 per cent, of the houses are without latrines. In 
most of our smaller mill towns, the evil is serious, and calls for 
urgent measures. The long period of waiting before a public 
latrine as well as a heterogeneous group of men, women and 
children answering the calls of nature in open meadows constitute 
a picture where there is no decency, no regard for others and 
finally a callous indifference to the laws of hygiene. Most of the 
streets and bye-lanes of labour quarters everywhere are strewn 
over with night-soil. It is very often that the sewerage is ill- 
collected and ill-removed with the result that myriads of dangerous 
germs pollute the atmosphere of a slum which aggravates the 
dangers of congestion 

In India the field latrine is the existing practice in the villages 
and even today, in the small industrial towns and villages, the provi¬ 
sion of open space with some degree of privacy will not be only 
cheaper but also safer than elaborate sewerage schemes. We 
might here refer to the suggestion of a very eminent sanitarian 
Dr. Vivian Poore who thought “ that house and garden might be 
self-contained sanitary system,” and he did by experiments prove 
that a house with a garden of about half an acre could deal with its 
own refuse of all kinds and that a perfectly sanitary arrangement 
could be made without any drains goifig outside the limits of the 
garden itself so that it will be realised there are possibilities in 
this direction. There is no doubt that, in many homes of the 
Indian Middle class, we find an orchard and garden utilising the 
refuse of the household for fruit and vegetable gardening, which 
makes the family more or less self-sufficient in this respect. 

COMMUNITY LIFE. 

Another feature of Indian iife which needs utilisation in the 
new industrial environment is the strong group or communal spirit 
Often in the slums of a heterogeneous city like Calcutta or Bombay, 
we find men belonging to the same caste congregate together in 
separate quarters of their own ; and we have, in addition, their 



LABOUR WELFARE AND CITY IMPROVEMENT 357 

pvinchayats as well as their communal temples installed in slumdom. 
With the provision of more liberal space and of a tank in the 
middle with beautiful steps and a temple on its bank, there will 
be a revival of the community life, the discontinuity of which has 
been the chief cause of deterioration of the villager in his new 
environment. The caste punchayats which now deal with S(x:ial 
disputes and observances may be utilised for labour organisation 
and welfare. Co-operative societies, may utilize the caste spirit 
while common canteens, stores as well as welfare associations may 
take the place of village instibitions. 

A hundred families belonging to the same caste may be grouped 
into a village within the city which will thus be split up into several 
natural areas dominated by common attitudes and sentiments. Each 
such natural group will have a common meeting room, a common 
well, a common canteen, a common latrine and a common school. 
To bring the village into slumdom is possible under this arrange¬ 
ment. Co-operative housing and public utility societies, as well 
as community centres, should be initiated to develop the civic 
consciousness and enlist the co-operation of the people themselves 
in the solution of their problems of housing and social welfare. 
The different natural areas into which a city may be divided will 
have its characteristic type of houses so that the chief difficulty of 
the Indian town-planner, arising from the fact that ever}' grade of 
house from the chamars hut to the landlord's mansion is wanted 
everywhere, may be obviated to some extent. As we recognise 
the distinction between administrative and natural areas, we can 
grapple more easily many of our municipal and educational pro¬ 
blems, the tasks of community organisation, zoning as well as hous¬ 
ing and sanitation. 

In India the village is often found split up into self-contained 
caste wards, each with its temple, its communal fund and its muni¬ 
cipality as well as its own recreations and festivals. The traditions 
of handicraft and trade still support the tendencies of segregation 
and decentralisation to a large extent This characteristic national 
trait may be utilised in schemes of city development and extensions 
outside the present urban areas. Nothing has contributed more to 
the deterioration of the Indian mill operative than the barrier of 
30 
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thought, feeling and action between virban dweller and villager. 
The development of civic institutions in line with those which pre¬ 
served his morale in the village can also rescue him from his 
selfish, improvident and unrestrained life. The mill hand is a 
villager and a villager he will be. The reason why he loses morale 
in the city is that he is divorced from his group scheme of values, 
his institutional setting. 

REGIONAL PLANNING. 

Our mills and factories seem as conservative and stay-at-home 
as our villagers. The factories should go a certain distance, exploit 
new opportunities in the interior of the country and reach labour 
nearer home. Industry and cultivation of the land have, to a large 
extent, entered into partnership in Belgium. A high proportion 
of its workers in factory, mine, office or shop continue to live on 
the land, to cultivate their own plots in their spare time with the 
assistance of their wives and children. That this has been possible 
is due to the high development of the vicinal railway system, light 
railways or tramwa3rs laid at comparatively small expense along the 
roads and now reaching a total length of 2,706 miles. The develop¬ 
ment of light railways, of canal, water as well as motor transport 
might create new industrial centres in the country, each with its 
zone of influence from which every morning the network of cheap 
communications may gather in the mass of labourers and exchange 
the goods of the town for those of the village. The labourers will 
go where there is employment. They will not bring down the 
wages of field labour by competition. The standard of living in 
the villages will be raisetl. On the other hand, the growth in num¬ 
bers of a floating immigrant population will not perpetuate the 
present deplorable living and hygienic conditions in the industrial 
centres. Industrial development in India is gradually assuming 
a form of nodal congestion, and the present distribution of railway 
communications as well as neglect of waterways and of cheap trans¬ 
port on the countryside are contributing to it. 

Thus the costly schemes of town planning and industrial housing 
are baffled by the continuous drift of unskilled labourers to the city. 
The wages of the labourers cannot rise on account of increasing 
competition. Both housing artd sanitary conditions are lowered, 
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while the labourers also find it increasingly difficult to maintain 
connection with their village and their family. Thus they become 
habituated to slums and their slums bring in their train other slums. 
Without an integration of the interests of town and village, region 
by region, neither town nor village can be saved from deterioration. 
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S. C. Ghose. 

The first Railways that came into existence in the world were 
the outcome of private enterprise, which financed, built and managed 
the Railways. The entire risk or responsibility for finance was of 
the Companies, formed by private individuals without any monetary 
help from the government 

Although the benefits to a country, where Railways are made, 
are great, no credit is given to Railways for anything else than what 
they earn by carriage of passengers and goods. Through the advent 
of Railways the Government of the public treasury receives taxes 
from industries, which again could not exist were it not for Rail¬ 
ways. The increased value of land, the gain to the cultivators by 
greater sale of their products, and consequent gain to the merchants, 
and increased land revenue tojthe Government all come through 
Railways; and further, in calculating the benefits, which accrue 
owing to coming of Railways the difference between the price 
actually paid by the consumers and the price which they would have 
had to pay had the goods been carried by roads, by carts or horse- 
waggons ought to be taken into account as well. Moreover, the 
state gets concessional rates of carriage for conveyance of mails. 
Government stores, military traffic, and thus through private or 
joint stock comijanies, the benefits to a country through Railways 
are manifold. 

In Great Britain, the Railway promoters, who built the first 
Railways in the world, were private individuals and had formed 
companies for purposes of financing, building and managing the 
Railways. They received no financial assistance from the Govern¬ 
ment either in the shape of an advance of portion of the money 
on account of capital, or loans, or a guarantee of minimum 
dividend on the money invested by the companies On the other 
hand, they had to spend large sums of money in their endeavours 
to get the bills sanctioning the Railways passed through the Houses 
of Parliament, and, in buying land required for the building of 
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Railways. The compensation the Railways had to pay to the land 
owners was very heavy. 

In certain cojintries, however, the Government granted advances 
of money on account of capital or gave loans, and when Railw^ays 
were opened and began to earn money the first charge against 
annual Railway nett earnings gross earnings minus the 

working expenses) was the yearly instalment payable to the Govern¬ 
ment on account of redemption of loans or advances. In other 
countries, the Government gave free gifts of land to Railway com¬ 
panies in the commencement of the Railway era, and in certain 
countries the private investors, or companies, received assurance of 
a guaranteed minimum dividend, and, whenever there was a deficit 
between the dividend obtainable on the actual nett receipts and the 
minimum percentage of dividend guaranteed, the deficit was made 
good by the Government. In many cases, Railways provided out of 
Government funds were made over to companies for purposes of 
working, and the contracts were so drawn as to make the lessor and 
the lessee of the Railways into real partners, both possessing 
an interest in the steady advance of the business and in the nett 
revenues of the concern. 

A Railway founded by a private concern is run more or 
less exactly on the same lines as a joint stock company owned 
industrial concern, and a Railway company looks to a steady 
and advancing return on the capital outlay. A sound property, 
a stable financial policy and efficient management arc essential 
factors of success, and to ensure continued success of a permanent 
nature it is necessary that all repairs and renewals to a 
property should be made in time, and, also that extensions to 
and improvements in the property, to meet ever-increasing 
demands of public needs, should be effected in due time. It is 
necessary for all these purposes to provide for adequate reserves 
and depreciation funds, the latter to meet expenses of such renewals 
and repairs as are required from time to time and are due to ordinary 
wear and tear and age, and the former to provide for emergencies 
and substantial and extensive improvements. A reserve fund and 
a depreciation fund on an adequate scale avoid debts* or raising of 
further capital when repairs, renewals and substantial improvements 
to an existing property become due. Of course, to provide for 
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improvements or additions of a very substantial nature, involving 
the spending of large sums of money, new or further capital has to 
be raised or loans have to be incurred and in the case of the latter 
provision of sinking funds, to repay the loans, when their redemption 
becomes due, also becomes necessary. 

It is a false gain when large dividends are declared without any 
provision being made for reserve, depreciation or sinking funds, and 
when such is the case it is certain that at not a very distant date 
either there will be no dividends at all, at least for some years, or 
large loans will have to be incurred for the rehabilitation of the 
Railway property which will mean inflation of capital expenditure 
or of the loan account and will, consequently, mean very low 
dividends. It is, therefore, much the best thing to have the 
Railway property always kept up-to-date and in a thorough state of 
repairs and to have funds provided out of the Revenues to meet 
renewals and improvements. If these were done the result will be 
that there will be a steady dividend which may not be very large 
in the beginning, but if the bulk of the repairs, renewals and 
improvements are provided out of revenue, the natural and eventual 
result will be a higher dividend in the long run, because more 
traffic will be carried and more money will be earned though 
improvements and additions made out of depreciation and reserve 
funds created out of the revenue instead of by the raising of any 
fresh capital or out of loans. 

Now the Railways of U. S. A. are commercial concerns of 
gigantic magnitude. Let us see how they were financed. In the 
case of company owned Railways of U. S. A. the position was 
described to be as follows :— 

“ The Railways of U, S. A. maybe broadly divided into two classes, 
namely— 

(a) Those in which the shares are held by numerous slock holders, 
none of whom has a prepondering interest in the property. 

(B) Those in which a prepondering number of shares is held by a 
few individuals/’ 

When the prepondering interest m a Railway or an industrial 
concern is held by a few rich financiers, it may so happen, and in 
some cases it does happen, that they charge most of the (and even 
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expensive) improv'ements to revenue or income account, and the 
balance-sheets of such Railways naturally do not show handsome 
dividends, which, however, may not always be the case when stock 
holders are numerous and have most of their savings invested in 
several industrial concerns and are dependent to a large extent 
on the dividends they can get from these investments. In the 
latter case the tendency is to ask for large dividends. The advant¬ 
age of the former is that owing to a few millionaires controlling the 
destinies of a concern they can afford to be content with smaller 
dividends per unit, at least in the stage when large sums are needed 
for improvements, betterments, etc. Thus the public get a sound 
and improved property, the business of which is to render service 
to the public. And as all this is effected without much increase in 
capital expenditure the tendency is to l(K)k to small profit per unit 
and to charge cheap rates and fares, in order to attract a large 
amount of business so that small profit per unit, repeated several 
times, on a big amount of business may bring in a large gain in 
the long run. 

But there are evils of such monopoly because it takes out of the 
hands (jf the public control of works of great public utility. For 
instance, in U. S A. the Railways and other industries have fallen 
into the hands of a few persons who have grown fabulously rich. 
It is true that the Americans as a nation are richer than any other, 
but it is also true at the same time that the number of millonaires 
and multi-millionaires in that country are the effects of monopolistic 
financial groups. They own the financial banks, which in their 
turn, finance the local banks and industries and the Railway capital 
is controlled to a large extent by such groups. At one time the 
“ trusts ” were regarded as a source of great danger because 
the tendency of such trusts was to dominate the business of 
the country. Thus in spite of democracy in the Government of 
U. S. A. there is a sort of aut(x;racy in business of concerns in that 
country. Safeguards have, however, been provided, and the Federal 
Government has got very strict and powerful control over the rates 
and fares of and service rendered by the Railways and the control is 
exercised by the Interstate Commerce Commission. 

A Railway being a public concern, or rather a concern of great 
public utility, it is recognised throughout the world that the Govern- 
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ment should exercise some sort of control and check over the 
finances of a Railway with a view to see that its financial condition 
is sound, because unless the financial condition of Railways is sound 
they could neither render good service nor give cheap rates and 
fares for a continuous period First and foremost, it is important 
that a Railway is not expensively built nor is it advisable that a 
Railway should be built so cheaply as not to be able to render that 
service which it is expected to give to the public. Then it is equally 
important to see that the Railway management and operation are 
not extravagant and that there is sufficient money to meet its 
obligations, i.e,^ such obligations as should be met out of income. 
No money in a Railway can be said to have been wisely spent 
unless there is a direct profit on the money invested, and, therefore, 
the actual requirements of a Railway and the money that would be 
necessary to fulfil all such requirements should be very properly 
estimated, and the construction of a Railway should never be allowed 
to be started unless and until there is a security that all the money 
that would be required to build and equip the Railway, according 
to estimates already prepared, would be readily and timely available, 
or else the successful completion of the enterprise would be en¬ 
dangered. And, above all, it is essential that estimates of the 
traffic, that the Railway would get to carry, and of the earnings 
should be carefully made out, and it should be seen that there is no 
optimism about these. This having been done, the next important 
thing is to see that, in the preparation of ‘ construction estimates' of 
a Railway, all expenditure on costly elaborations and on non-pro¬ 
ductive works are avoided. According to the views of some of the 
American Economists, substantially built tracks, or say double set 
of rails, for up and down traffic, heavy structures and buildings 
should be kept in abeyance, and temporary, cheaper and lighter 
things might be provided instead, unless it is certain that the 
expenditure on more substantial and heavier lines and structures 
would be more than repaid by the Railway getting as much traffic 
as it would want to pay for such expenditure in the near future. 
But at the same time it is to be carefully observed that there is no 
false economy which would entail heavy expenditure in the long run, 
such as bad alignment of a Railway, (which does not directly serve 
important towns or marts) in order to avoid heavy expenditure on 
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land or heavy embankments or cuttings, etc. 

In short the success of a Railway depends first on the judgment 
formed, as the result of very careful investigation, in the selection 
of the route of the Railway and the part of the country 
through which this Railway would be built, and, secondly, on the 
skill with which the Railway is built with the intention of securing 
the maximum amount of traffic expected to be carried in the near 
future with minimum of expenditure in carrying that traffic. 

One can do no better than to quote the following from Welling¬ 
ton's Economic Theory of Railway Location;— 

“In other woids, reduction of first cost to the lowest possible point 
is, in logical or economic order, the first consideration; although there¬ 
fore not by any means either the most important or the governing 
consideration. That this is so is easily seen, however often forgotten. 
It is not only business-like common-sense for the investors and their 
servants, but it is sound political economy for the community as a 
whole. It does not mean nor imply cheap and shabby construction. 
It simply means AN AVOIDANCE OF WASTE, either in saving 
money or spending it. It simply means a recognition of the fact that 
every dollar and every day’s work which goes into the ground and 
does not bring something out of it, makes not only the individual but 
the whole community the poorer. The welfare of all mankind, as well 
as of investors in the enterprises which employ engineers, depends 
upon the skill wath which the ini'estment in its constructive or manu¬ 
facturing enterprises (destruction of existing capital) is kept small, 
and the productive or earning powder (creation of new capital) is made 
large. The difference between the tw’O is the so-called “profit" (net 
addition to existing-capital), which goes indeed into the control of 
those who created it by perceiving the (supposed) opportunity or 
necessity and using their own means at their own risk to supply it; but 
it is not, therefore, for the true inteicst of any person or class to make 
it less by increasing the investment, for otherwise there is waste which, 
as it benefits no one, indirectly injures all. Not even the labourer who 
uses up a portion of the wasted capital is really the gainer; for if, on 
the one hand, the capital spent destroyed) for conslruciion or 

plant be needlessly large, although the poor man gains, for the time 
being, wages which he would not otherwise receive from, that particular 
enterprise, yet it is as if he were paid wages to turn a ciank which 
ground no grist—his time and his work go for not, If he spend half 

31 
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his time in this way he must, in the long run, do two days’ work for 
the wages of one—a condition—which is nearer to existing in Railway 
enterprises than is always realised or admitted, 

♦ ♦ * ♦ ♦ 

On the other hand, if the proper margin of profit has been reduced 
by reckless and costly economies, no one gains even the semblance of 
benefit, while both the projectors and the patrons of the enterprise arc 
heavy losers—the projectors in money, the patrons in convenient 
service. 

These two vital truths, therefore, which directly result from what has 
preceded, should never be forgotten; that because a line will have or is 
expected to have a prosperous future (because, perhaps, it is to be built 
by the State for great reasons of State or for any other reason it will 
have plenty of money in the treasury) there is, therefore, no justification 

in that fact alone for making it a costly road as well. 

* 

On the" other hand, no road is so poor that it fcan afford to econo¬ 
mize when certain aiddiiional expenditure will be clearly very proht- 
.able.” 

Having so far touched the general aspect of Railway Finance, 
mainly from Railway and Commercial points of view it would now 
be useful if we next come to the question of Railway Finance in 
India, which had peculiar conditions of its own. The Railways 
made in India were, in the first instance, the property of the 
British Companies constructing them to whom the Court of Direc¬ 
tors of the late East India Company and Secretary of State for 
India had from time to time granted leases of the land required for 
their undertakings, usually for ninety-nine years, with the option of 
buying the property of most of the companies at the end of twenty- 
five years after the dates of the contracts. The Government had 
also undertaken to pay to the Companies in London, during their 
leases, interest at fixed rates (usually five per cent.) on their 
capital. The contracts with these companies provided that the 
sums paid by Government in excess of the nett traffic receipts on 
account of guarantee of interest should be treated as a debt, due to 
Government, to the repayment of whichy with simple interest at S 
per cent., one moiety of any nett earnings in excess of the guaran¬ 
teed interest was to be applied. But many years elapsed before thei 
nett earnings of any one Railway amounted to the figure of guaran- 
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teed interest, so that large arrears of interest due to Government 
accumulated which had to be cancelled at the time of purchase of 
the Railways by the Government. 

Government also undertook to receive all receipts and pay all 
disbursements of the companies in India in rupees, accounting to 
the companies in England in sterling at the following fixed rates of 
exchange ••— 

Oudh and Rohilkhand Railway.. .. as. per Rupee 

South Indian Railway .. .. as.'iid. per Rupee 

All the rest .. .. .. is. lod. per Rupee 

The loss to Government on account of the actual and contract 
rates of exchange proved considerable. Above all, the Government 
was bound to pay a fixed rate of interest, whatever were the outlay 
and the results of the undertakings. There was thus no in¬ 
centive to the companies to look to economy in constructing or 
working the Railways. As these terms proved very onerous and 
disadvantageous to Government, the earliest opportunity was taken 
by Government to avail itself of the provisions of the contracts 
under which those lines could be purchased either by cash payment 
or by means of annuities after a number of years. At the time of 
purchase premiums to the extent of 20 to 25 per cent, over and 
above the par value of the shares had to be paid to the companies 
and this inflated the Capital expenditure now shown in the capital 
account of the Indian Railways. Although the North-Western, the 
Oudh & Rohilkhand and the E. B. Railways were retained, after 
their purchase, to be worked by direct State agencies, most of the 
other Railways such as the East Indian, the Great Indian Peninsula, 
the Bombay Baroda and the Madras Railways were entrusted back 
to working companies under fresh contracts, the terms of which 
were much more favourable to Government than were in the case 
of the old guaranteed companies. The position of Government with 
respect to these companies was that Government was the owner and 
lessor of the lines and the companies were the working agents or 
lessees. 

The broad features of the fre^h contracts entered into such 
companies were:— 

(i,( That the company were to have a small amount of share 
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capital in the concern on which interest at rates varying from 2 to 
3I per cent, was guaranteed by the Secretary of State out of the 
revenues of India, 

(2) that in addition the company were to receive a small share 
of the surplus profit earned by the Railway after meeting all pay¬ 
ments for interest on the capital at charge, such share being based 
either on some fixed proportion or on the amount of capital contri¬ 
buted by the Government and the company, respectively; this 
arrangement gave incentive to the companies to so work the Rail¬ 
ways and to develop the traffic as to be able to earn surplus profits, 

(3) that all transactions were to be taken into account at the 
actual rate of exchange of is. 4d. to the Rupee, 

(4) that the company were to keep the undertaking, its rolling 
stock, etc., in thorough repair and in good working condition to the 
satisfaction of the Secretary of State, 

(5) that on the termination of the contract Government were 
to repay to the working Company the amount of its share Capital 
at par. 

It would thus be seen that Government, in addition to their 
interest in the correct division of profits, were also concerned to 
see that the property of which they were the owners was kept in 
g(X)d condition and repair, and that all fresh ca[)ital put into the 
line was profitably and economically spent. 

Besides the Railways purchased from the old British Companies 
some Railways had been originally built by the State, while others 
were built by Companies mostly out of funds provided for by 
Government. The former were known as State owned and State 
built Railways and the latter as “ assisted Railwa}s;” in most cases 
both were leased to Companies for working on somewhat the same 
terms as those mentioned in the foregoing paragraphs. 

After date of purchase of Railways by Government and in 
respect of the other lines just mentioned money for capital expen¬ 
diture was provided for by Government as follows:— 

(1) Out of surplus of general revenues of Government and cash 
balances. 

(2) By raising of capital by Government in Rupee loan in 
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India; or by Sterling loan in England ; or 

(3) By issue of the debentures in England on the guarantee 
of the Secretary of State for India. 

(4) Savings Bank Deposits. 

(5) Appropriation from Famine Grant for avoidance of debt, 

(6) Half profits on Rupee coinage. 

It might be explained here that there was a difference between 
ordinary debentures and Indian Railway debentures issued in Eng¬ 
land. Debentures ordinarily mean a borrowing on mortgage of 
property to the extent of the borrowing but in the case of Indian 
Railway debentures there is no mortgage of the particular Railway 
property in respect of which debentures were issued. 

The debentures were, however, guaranteed by the Secretary 
of State for India. So the debenture holders had a greater security 
than even the mortgage of Railway property. They had the secu¬ 
rity of the Secretary of State for India, consequently of India and 
her resources. 

Now to deal with the allocation of expenses between Capital and 
Revenue as it used to be some years ago. In regard to allocation 
of funds between Cai)ital and Revenue accounts the principle laid 
down was that the capital account was to bear the cost of new 
works, of additional rolling stock, plant and machinery, and substan¬ 
tial improvements or of additions to old works, rolling stoc'k, plant 
or machinery, including the cost of any temporary new work, the 
construction of which was necessary for the construction of the 
work chargeable to the capital, all repairs and renewals being gene¬ 
rally charged to the Revenue Account. The all(x:ation in detail 
was carried on the following lines :— 

The expense of an additional length of Railway, or the doubling 
of an existing line, the original construction of any work, including 
that of those intended to be only temporary, as well as of all addi¬ 
tions to existing work was charged to Capital account. 

When new lines formed a junction with an old Railway, the 
expense of the junction and all its accompanying appliances of 
stations, sidings, signals, etc., was chargeable to Capital account. 

The cost of additional stations and of any important building 
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not previously contemplated, which was added to an existing station 
was charged to Capital account. The cost of maintaining in a 
proper conditions the works, when completed, was charged to the 
Revenue account; but if any extraordinary casualty did occur, such 
as the destruction of a bridge by flood, the case was regarded as 
exceptional and the cost of construction or replacement was charged 
to capital or revenue, or divided between them as was deemed 
proper according to the circumstances of the case. In relaying 
rails, if the original rails proved too light, and additional strength 
in weight of rails was required the Capital account had to bear 
the difference between the cost of the new and improved rails, and 
that of replacing the old rails by rails of singular character, revenue 
being chargeable for relaying and all other expenses. The same 
principle was applied t) replacing by iron sleepers those of wood 
originally laid down. The proportionate increase on the weight 
basis or the difference in cost, whichever was less, under existing 
rules was charged to capital. 

In the case of locomotives and rolling« stock, capital bore the 
first expense of any addition which was made to the existing stock, 
and of any important improvement or alteration which may 
be made in the same, as well as of all machinery which was 
absolutely new, and not merely in replacement of old ; but all repairs 
and less important alteration of the existing stock of engines, 
carriages, or waggons already paid for and handed over for working 
purposes was charged to revenue. The rolling stock and plant, 
after being once paid for from capital, was kept up by revenue to 
its full compliment. Of late the Railway policy in India has passed 
through and is yet passing through revolution, and drastic changes 
have taken and are taking place. With the taking over by Govern¬ 
ment of the working of the East India and of the G. 1 . P. Railways, 
there now remain only 4 or 5 State owned trunk lines (the B. B 
& C. L, the M. & S. M., the S. L, the B. N. R., and the Assam 
Bengal Railway) which are yet worked by companies as lessees but 
the ownership and financial responsibility lie with the Government 
of India. 

We will next deal with the recent financial policy of the Govern¬ 
ment of India in regard to State Railways. For years, the question 
of separation of the Railway Budget from the General Budget was 
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before the Government, the Railway and the public, but for various 
reasons this separation could not be effected. In the meanwhile the 
Railway expenditure, and consequently Railway improvements, trade 
and industry suffered and even repairs to Railways were not carried 
out in time for want of funds and the property depreciated in 
many respects. Moreover owing to lapses of yearly grants some¬ 
times works taken in hand were left unfinished or there were losses 
due to anxiety to spend money before the sanction lapsed. Finally 
the question was taken up by the Acworth Railway Committee and 
the reasons advanced by the committee for the separation of the 
Railway Budget were briefly as follows :— 

The following is a quotation from Appendix CC of Railway 
Board Administration Report for 1923-24. 

*‘(i) I'll at it was impossible to provide for the proper development 
and efficient working of a continuous commerciai concern by means of 
an Annual Budget system which implied that concern went out of 
business on the 31st March and stalled again on the ist April; that 
even allowing for exemption from the principle of lapses at the close 
of each year, Railway Budgets, if incorporated in the general revenue, 
must in large measure assume the peiiodical rigidity of the Central 
Budget and share in the vicissitudes of general Revenues, whereas in 
a commercial undertaking like Kailwaj^s is of the first importance that 
expansion and contraction of expenditure should follow on a mote 
elastic basis—the policy and finacial ciicumstances of the Railways 
themselves without undue limitations in regaid to periods and dates. 

(ii) That, so long as the two budgets were combined, there was 
always the risk that Railways should come to be subsidised out ol 
general revenues. 

(iii) That, conversely, since a considerable portion of Railway 
expenditure recurs in cycles, the whole of the excess of revenue 
expenditure in years in which expenditure is low is diverted to meeting 
the cost of other heads of expenditure and no reserve is kept to meet 
the heavy Railway expenditure in years when expenditure is high. 

(iv) That the Railways can only be expected to work to a definite 
nett return over a period of years and that this involves the complete 
separation ox their budget. 

(v) 'rhat from the point of view of the central budget, the inevit¬ 
able fluctuations of Railway revenue are a seriously disturbing factor 
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and that separation is the only means of securing some measure of 
stability/' 

The Acworth Committee gave several instances of the way in 
which the profitable development of Indian Railways had been 
hampered, and in order to meet these difficulties so far as they 
relate to capital expenditure the Railway Finance Committee which 
was creatctl after the issue of the Acworth Committee's Report, 
recommended and the Assembly after examining the local conditions 
and the recommendations of the Acworth Committee agreed, that 
a definite amount of capital expenditure should be guaranteed to 
the Railways over a period of S years at a time. 

Further, in order to eliminate the retarding effect of the old 
system under which there were lapses of sanctions and there were 
no depreciation funds for the proper re-habilitation of Railways, the 
position was recommended to be improved by having a depreciation 
fund. But it was admitted that the fund would not in itself provide 
a complete solution. It provided merely for the replacement of 
existing materials that were depreciating after they had attained their 
normal life, but there were other things to be considered, for 
example, it is known that economies could be effected by introducing 
heavier rails, engines, high capacity waggons, etc., and it often 
became consequently necessary to scrap the existing material before 
the end of its normal life. A part of this expenditure was properly 
debitable to “ Revenue” and could not be met entirely either from 
capital or from a depreciation fund. In any case it was found not 
very, practicable to start a depreciation fund to be of any good u.se 
unless provision was made for the arrear accumulation of such a fund 
which should have been built up from the revenue of previous yeans. 
To use the words of the Railway Board, 

It would not however be convenient for the general revenue to 
provide the arrears at the present time or to forego all revenue from the 
Railways until these arrears have been paid up In full, while, on the. 
other hand, the Railway Administration have little to gain from the 
immediate payment in one lump sum of the money which wdll only be 
required and can only be used over a period of years. The only 
method, under the circumstances of providing for the institution of a 
depreciation fund is to allow for the obligation to make good these 
depreciation reserves from the revenue of future years in determining 



S. C, GHOSE 


373 


the arrangement to be made with the Railway Administration.'* 

Next to come to the revenue or operating expenses which is 
largely affected by conditions of traffic which cannot always be 
foreseen. As to receipts, that is the income, the separation of 
budgets, w., of the Railway Budget from the General Budget of 
the Government of India, was necessary. The whole object of the 
Railway Budget was to make the Railways self-supporting and 
workable as proper commercial undertakings so that while they 
would be able to pay their own way as to expenses, interest on 
loans, to create depreciation, sinking and reserve funds, they should 
at the same time be able to so fix the rates and fares and to so 
improve and expand the Railway service in India as to meet all the 
increasing demands of the public, and this could only be done wnth 
complete freedom on the part of the Railways to regulate the rates, 
service and expenditure according to circumstances as they arose 
from year to year. 

The only objection raised by the Acworth Committee to the 
separation of the Railway Budget was stated in paragraph 8o of 
their Report. The Secretary of State in the year 1900 had said 
that so long as the Railway depended for money on Government, 
they must necessarily share in the vicissitudes of the public 
finances. While it was admitted that money for Indian Railways, 
that are the property of the State, should continue to be raised by 
the Central Government, and not by the Railways individually or by 
a new machinery to be appointed by the Railway Board, this should 
not have affected any scheme for the separation of the Budget. But 
it was true, however, that with the separation, the Railways must 
find from their own earnings the monies required for the fulfilment 
of their liabilities, including their liability in respect of loans, ‘‘ no 
matter what agency was employed to raise the loan.” Then as to 
the creation of State Railway reserve fund it was also to be agreed 
upon that at times of financial emergency the State must reserve for 
itself the right to use any part or whole of the Railway reserves, to 
restrict Railway borrowings or to curtail Railway expenditure. What 
the Railway Board pointed out was : 

“ The fact that the fate of the Railway is necessarily involved in 
the fate of the State does not seem to constitute an objection to the 
separation of the Budgets as a normal arrangement for ordinary limes.” 

32 
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They further observed, 

“A similar reserve power of raiding provincial finances in times of 
stress lias been provided in Devolution Rule 19, but this has in no way 
affected the independence of the provinces in the framing of their 
budgets/* 

What was aimed at by the separation of the Railway Budget was 

“ That the Railways should be as free as possible to manage their 
owm affairs and be responsible for theii own finance/' 

But it was admitted that State ownership of Indian Railways 
involved the imposition of certain restraints because of the relation 
in which the Railways stood to the public finances, to the Legis¬ 
lature, to the other branches of the administration, and to the 
SecretarjTof State. For the above reasons and also in view of the 
fact that the Railways of India were for many years not a financial 
success and the State suffered losses it was necessary that along 
with control on the part of the Assembly on Railway Finance {i.e.y 
such control as the Assembly in its present stage can exercise under 
its powers and functions) the Railways should contribute something 
to the General Exchequer. 

The Acworth Committee recommended in parapraphs 74 and 75 
of their Report that the Railways should pay to the Exchequer not 
more than the annual interest on the debt incurred by the State for 
Railway purposes. 

Finally, on 20th September, 1924 in order to relieve the general 
budget from the violent fluctuations caused by the incorporation 
therein of the Railway estimates and to enable Railways to carry 
out a continuous Railway policy based on the necessity of making a 
definite return to general revenues on the money expended by the 
State on Railways, the Legislative Assembly passed and adopted 
the following Resolution which is being acted upon— 

“(i) The Railway finances shall be separated from the general 
finances of the country and the general revenue shall receive a 
definite annual contribution from Railways which shall be the first 
charge on the nett receipts of Railwkys. 

(2) The contribution shall be based on the capital at charge 
and working results of commercial lines, and shall be a sum equal 
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to one per cent, on the capital at charge of commercial lines 
(excluding capital contributed by companies and Indian States) 
at the end of the penultimate financial year plus one-fifth of any 
surplus profits remaining after payment of this fixed return, subject 
to the condition that, if in any year Railway revenues are insufficient 
^0 provide the percentage of one per cent, on the capital at charge 
surplus profits in the next or subsequent years will not be deemed 
to have accrued for purposes of division until such deficiency has 
been made good. 

The interest on the capital at charge of, and the loss in working 
strategic lines shall be borne by general revenues and shall con¬ 
sequently be deducted from the contribution so calculated in order 
to arrive at the nett amount payable from Railway to general 
revenues each year. 

(3) Any surplus remaining after this payment to general 
revenues shall be transferred to a Railway rc'.erve ; provided that if 
the amount available for transfer to the Railway reserve exceeds in 
any year three crores of rupees only two-thirds of the excess over 
three crores shall be transferred to the Railway reserve and the 
remaining one-third shall accrue to general revenues. 

(4) The Railway reserve shall be used to secure the payment 
of the annual contribution to general revenues; to provide, if 
necessary, for arrears of depreciation and for writing down and 
writing off capital; and to strengthen the financial position of 
Railways in order that the services rendered to the public may be 
improved and rates may be reduced. 

(5) The Railway administration shall be entitled, subject to such 
conditions as may be prescribed by the Government of India, to 
borrow temporarily from the capital or from the reserves for the 
purpose of meeting expenditure for which there is no provision or 
insufficient provision in the revenue budget subject to the obligation 
to make repayment of such borrowings out of the revenue budgets 
of subsequent years. 

(6) A Standing Finance Committee for Railways shall be 
constituted consisting of one nominated official mtimber of the 
Legislative Assembly who should be chairman and eleven members 
elected by the Legislative Assembly from their body. The mem- 
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bers of the Standing Finance Committee for Railways shall be 
ex'^fiicio member-5 of the Central Railway Advisory Council, which 
shall consist, in addition of not more than one further nominated 
official member, six non* official members selected from a panel of 
eight elected by the Council of State from their body and six non¬ 
official members selected from a panel of eight elected by the Legis¬ 
lative Assembly from their body. 

The Railway Department shall place the estimate of Railway 
expenditure before the Standing Finance Committee for Railways 
on some date prior to the date for the discussion of the demand 
for grants for Railways and shall, as far as possible instead of the 
expenditure programme revenue, show the expenditure under a de¬ 
preciation fund created as per the new rules for charge to capital 
and revenue. 

(7) The Railway Budget shall be presented to the Legislative 
Assembly, if possible, in advance of the General Budget, and sepa¬ 
rate days shall be allotted for its discussion, and the Member in 
charge of Railways shall then make a general statement on Railway 
accounts and working. The expenditure proposed in the Railway 
Budget, including expenditure from the depreciation fund and the 
Railway Reserve, shall be placed before the Legislative Assembly 
in the form of demands for grants. The form the Budget assumes 
after separation, the details, it gives, the number of demands for 
grants into which the total votes are divided, shall all be considered 
by the Railway Board in consultation with the proposed Standing 
Finance Committee for Railways with a view to the introduction 
of improvements in time for the next budget, if possible. 

(8) These arrangements shall be subject to periodic revision 
but shall be provisionally tried for at least three years. 

(9) In view of the fact that the Assembly adheres to the reso¬ 
lution passed in February 1923, in favour of State management 
of Indian Railways, these arrangements shall hold good only so 
long as the East Indian Railways, and the Great Indian Peninsula 
Railway and existing State managed Railways remain under State 
management. But if in spite of the Assembly’s resolution above 
referred to Government should enter on any negotiations for the 
transfer of any of the above Railways to Company management 
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such negotiations shall not be concluded until facilities have been 
given for a discussion of the whole matter in the Assembly. If 
any contract for transfer of any of the atx>ve Railways to Company 
Management is concluded against the advice of the Assembly, the 
Assembly will be at liberty to terminate the arrangements in this 
resolution. 

Apart from the above convention this Assembly further recom¬ 
mends :— 

(i) ** That the railway services should be rapidly Indianised, and 
further that Indians should be appointed as members of the Railway 
Board as early as possible, and 

(«) that the purchases of stores for the State Railways should 
be undertaken through the organisation of the Stores Purchase 
Department of the Government of India/' 

The revised rules governing the allocation of expenditure to 
capital to the depreciation fund and to revenue account are as 
follows : (This is a quotation from Appendix D of The Railway 
Board Administration Report for 1924-25.) 

I. Capital bears: 

(/) the first cost of construction and equipment of the line ; 

(it) the cost of maintaining a section of the line not opened 
for working; 

(Hi) the cost of any addition to the line or the equipment of 
the line when estimated to cost more than Rs, 2,000, 
except of a temporary or experimental work ; 

(iv) any excess in the cost of replacing a work or article of 
equipment (except a temporary or experimental work 
or a work originally estimated to cost Rs. 2,000 or less) 
over the cost at debit to capital of the work or article 
replaced. 

Note i. —If a temporary or experimental work is replaced by a 
permanent work, the whole costs of the permanent is 
charged to capital, if estimated to cost more than Rs. 2,000. 
Note 2.—The total costs of replacing a work origirtally estimated 
to cost Rs. 2,000 or less is charged to capital, if estimated 
•to be over Rs. 2,000. 
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{v) The cost of any appointments specifically created for the 
supervision or construction of a work chargeable to 
capital, and a proportionate share of the cost of any 
such appointments, where the cost of work is chargeable 
partly to capital and partly to the depreciation fund or 
to revenue. 

{vi) The cost of land. 

2. Capital is credited with : 

(t) the difference between the cost at debit to capital of a 
replaced work or article and the cost of replacement, 
where the cost of replacement is less than the cost at 
debit to capital; 

(*V) the cost at debit to capital of any work or article of 
equipment which is abandoned or disposed of without 
being replaced. 

3. The depreciation fund bears : 

(») the original cost of any of the units shown under the 
following classes of assets when a unit is replaced : 


I 


Clajsb of Asbdi, 

i Normal 
i life. 

1 Unit. 


1 Years. 


1. Uridge-work—Steel work 

60 

i 1. Ai. entire span of girders. 

2. Meel work on an individual 
bridge originallv costing 
more than Rs. 10,000, 

2. Bridge-work—Masonry 


An entire abutmeni pier, or arch. 

3. Permanent tvay—Rails and fas¬ 
tenings including points and 
crossings. 

60 

Rails and fastenings, points and 
crossings. 

4. Permanent way—Sleepers — 
Wood. 

*5 

Sleepers, wood. 

5. Permanent way—Sleepers—Cast 
iron and ferro concrete. j 

40 

Sleepers, cast iron and ferro con 
Crete. 

i 

6. Permanent way—Sleeper—Steel j 
trough. ! 

30 

Sleepers steel trough. 
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Class of Asset. 

N ormal' 
life. 

Unit. 

7. Buildings—-Masonry 

200 

1. An entire building. 

2. A part of a building wiren the 

part originally cost more 
than Rs. 25,000. 

8. Buildings—All others 

50 

1. An entire building. 

2. A part of a building when the 

pail originally cost more 
than Rs. 25,000. 

9. Station machinery 

40 

An entire unit of station ma¬ 
chinery. 

10. Plant 

20 

An entire unit of plant or an 
entire machine. 

Loose hand tools do not 
constitute a unit. 

II, Ferries 

40 

An entire vessel, engine or boiler. 

12. Rolling Stock—Locomotive— 

35 

I. An entire engine. 

Kngines and tenders. 

i 

—The depreciation fund 
l>ears the cost of rebuild¬ 
ing an engine if the work 
is undei taken ns one ope¬ 
ration. 

2. An entire tender, 

13. Rolling stock—Locomotives— 

25 

An entireboiler. 

Boilers. 


14. Rolling Stock—Carriage and 


An entire \'ehicle. 

Wagon—Coaching Vehicles. 

1 j 


15. Rolling Stock—Carriage and 

i AO 

Ditto. 

Wagon—Goods Vehicles. 

1 


1 

Ditto. 

16. Motor Veliicles—Kail 

20 


17, Motor Vehicles—Road 

! .0 

An entile V(‘hicle. 

iS. Electric Instruments and tele¬ 

1 

^ 0 

All articles. 

phones. 



19. Electric Power Stations and sub¬ 

30 

I. An entire building. 

stations—Buildings. 

2. A part of a building when the 
part originally cost more 
than R«. 25,000. 

20. Electric Pow’er stations—Plant,. 

20 

An entire unit of plant or entire 
machine. 

21. Electric Locomotives 

35 

An entire Locopiolive. 

22* Electric overhead equipment of 

SO 

All articles. 

track. 
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(it) the credit to capital under rule 2 when a complete unit as 
described in clause (i) of this rule is replaced, abandoned, or 
disposed of.' 

4. The depreciation fund is credited annually with an amount 
equivalent to the total expenditure to the end of the previous 
financial year on all the units of each class of asset as described 
above divided by the number of years assumed as the normal life 
of that class of asset provided that no credit shall be given on 
account of any unit after the period assumed for its normal life had 
expired. The effect of the rule prescribed in this paragraph is that 
when a unit is replaced or abandoned or disposed of before the 
expiry of its assumed normal life the credit on its account to the 
depreciation fund continues until the expiry of its assumed normal 
life. But in exceptional cases where replacements, involving 
substantial amounts are undertaken. 

^ itt ik ^ 

5. Revenue bears all other charges including :— 

(/) the cost of temporary and experimental works ; 

(h) the cost of any addition to the line or the equipment of 
the line, when estimated to cost not more than Rs, 2,000 ; 

(m) such portion of the cost of any appointments speci¬ 
fically created for the supervision of construction of a 
work chargeable partly to capital and partly to the 
depreciation fund or to revenue as is not borne by 
capital under rule i (v) ; 

{w) the credit to capital under rule 2 when it is not borne 
by the depreciation fund under rule 3 (it) ; 

(tO the original co^t of any work or article of equipment 
replaced, when it is not borne by the depreciation fund 
under rule 3 (/) ; 

(vi) the credit to the depreciation fund under rule 4. 

6. Revenue is credited with any amount received from the 
disposal of a work or article of equipment.” 

It may be worth while mentioning the following facts in con¬ 
nection with the question of the separation of Railway Finance]:— 

I The credit to capital is given when the unit is replaced, abandoned or disposed of. 
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On the continent of Europe, most Railways which were under 
State management have been placed under Company management 
mainly because of financial difficulties. The result of State manage¬ 
ment was that, in the first place, there was no attempt to maximise 
the gross revenue and to reduce the working expenses but the idea 
of company management now is to place the financial condition of 
the Railways on a substantial basis. In the past, for instance, in 
Germany, the Railway tariffs were kept low but the operating 
expenses were unduly high. The staff were unnecessarily large, 
and magnificent stations and shunting j'ards were provided at great 
expense, and there was no attempt to reduce the ratio of operating 
expenses to gross earnings. The result was that large sums of 
money were payable as interest charges on debts which had to be 
incurred because the expenses were more than the earnings. In 
order to repay the debts and to meet the interest charges and to 
place the Railways on a sound financial footing, the Railway Budget 
in Germany has been separated and the management has been 
placed on the basis of a commercial concern. The ownership of the 
German Railways however remains national, but the management 
has been handed over to a Company with a Board of Directors who 
represent the Government, the share-holders and the crcditor-Allies. 
A company has been formed and they have been empowered to alter 
the principle of management on the basis of treating the attainment 
of nett revenue as of primary importance, whereas, formerly, under 
pure Government management, the guiding principle was to treat 
the attainment of nett revenue as of secondary importance. The 
chief idea now is to pay interest on debts and to accumulate funds 
to redeem this debt and to contribute towards payment of reparation 
money to the Allies Similar principle and separation of Railway 
Budget have also been accepted in Spain, in Italy and in other 
countries, where principle of commercial management of Railways 
has taken the place of the principle of management of Railways 
to render public ser\'ice first and to earn money afterwards. 
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OF THE 

CONFERENCE 




PROGRAMME 


MONDAY. THE 3RD JANUARY. 

Morning . . . . . • . 11 A.M. 

1. Welcome Address by the Chairman of the Reception Committee, 

Sir R. N. Mookerjee, K.C l.E-, K.C.V.O. 

2. Presidential Address by Principal M. L. Tannan, B. COM., J. P. 

Afternoon.2-30 P.M. 

I. Reading of the following Papers to be followed by discussion : 

(a) Currency .... by Mr. A. J. Saunden 

(b) Gold Bullion Standard .by Mr. B. R. Rau 

(c) The Future of our Paper Currency 

by Dr. B. B. Das Gupta 
id) Currency in Early British Days , by Mr. J. C Sinha 
TUESDAY. THE 4TH JANUARY. • . 

Morning . .... . . . .11 A.M. 

Reading of the following Papers to be followed by discussion: 

(a) Taxation of Agricultural Incomes in Bengal 

by Mr. J. P. Niyogi 

ib) Taxation of Agricultural Incomes in Bengal 

by Khan Bahadur S. A. Latif 
(c) Capitation Taxes . .by Mr. Ram^rlshna Iyer 

id) Taxation of Land in India by Mr. Narasinha Iyengar 
(e) Local Taxes in Rural Areas of the Madras Presidency 

by Mr. M. Venkalarangaiya 
if) Land Value Taxation for India by Mr. C. D. Thompson 
Afternoon.2-30 P.M. 

Reading of the following Papers to be followed by discussion : 

(a) Organisation of Banking in India by Mr. B. T. Thakore 
ib) Rural Banking Organisation . by Mr. S. K- Iyengar 
(c) Indigenous Banking in Bengal by Mr. H. C. Sinha 

Garden Party at Sir R. N. Mookerjee’s House . 4-30 P.M. 

Execution Meeting.5-45 P.M. 

WEDNESDAY, THE 5TH JANUARY. 

Morning .10 A.M. 

Business Meeting 

- Reading of the following Papers to be followed by discussion: 

(a) Labour Welfare and City Improvement 

by Dr. Radhakcmal Mookerjee 

ib) Trade Unionism, 

(c) Analysis of Trade Disputes , 'by Mr. Madhava 

id) Railway Finance by Mr. S. C. Chose 

Steamer Trip.2-15 P.M. 



THE PROCEEDINGS OF 

THE TENTH INDIAN ECONOMIC CONFERENCE. 

The Tenth Conference of the Indian Economic Association was 
held at Calcutta from Monday, the 3rd January to Wednesday, the 
5th January, 1927, in the University Senate House under the able 
Presidentship of Principal M. L. Tannan, B. Com., J. P, of the Syden¬ 
ham College of Commerce, Bombay. 

A strong and influential Reception Committee with Sir R. N. 
Mookerjee, as Chairman, and Dr. Pramathanath Banerjee, the Minto 
Professor of Economic, as the Honorary Local Secretary, made full 
and adequate preparations so that the Programme of the Conference 
in spite of being heavily-loaded, ran through to a successful finish 
without a hitch. 

There was a good representation of Delegates from the various 
Universities, though one noticed the absence of Delegates from the 
Punjab. We were especially pleased to see present amongst us 
several of our Senior Members, and only wish it were possible for 
more of them to attend the Annual Conferences. Their contribution 
in the way of reading Papers and taking part in discussions proved 
very helpful and enlightening. P'or instance the part taken by 
Professors Coyajee, Findlay Shirras, Radhakamal Mukerji and C. D. 
Thompson to mention only a few, added materially to the deliberations 
of the Conference, 

Fortunately for the Economists, the Indian Commercial and 
Industrial Congress too were holding their .Sessions in Calcutta 
during these days and we had the unique advantage of having 
several of India’s leading businessmen and industrialists present with 
us throughout. We were pleased for instance to see present at the 
one or the other Sessions of the Conference such men of eminence 
as Sir Lalubhai Samaldas, Sir Alexander Murray, Lala Harkishan 
Lai, Mr. F. D. Madau, and others. We were also pleased to notice 
amongst us Mr. Rai Chovvdhry, the Labour Leader of Bengal, and 
valued much the part he and the others t(K)k in the discussions. 
It was a happy coincidence. The interchange of ideas between 
the hard-headed, practically-minded businessmen on the one hand 
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and the mere theorists, teachers and professors of Economics on the 
other was beneficial to both, and unquestionably raised the level of 
the discussions and made them, one hopes, worthwhile. Our Pre¬ 
sident, during the course of his remarks, laid strong emphasis on the 
necessity of such contact and stated plainly that unless businessmen 
helped the mere students of Economics, by permitting them to see 
from inside and at close quarters the working of their concerns or 
discussed with them their problems the Economists as such could 
not give that lead which was expected of them by the country at 
large He therefore welcomed warmly the presence of such eminent 
leaders of trade, commerce and industry as had taken the trouble to 
attend the Conference. 

There were also other distinguished public men, Government 
Officials, men of Letters and of Science, in whom Bengnl is so rich, 
present during the Conference, as well as a large gathering of 
students who kept the Senate Hall fairly full 

The range of subjects covered by the Conference was extensive 
as can be seen by a reference to the Programme printed elsewhere 
in the Report of the Proceeding*:?, and the number of Papers offered 
was very satisfactory. All the Papers submitted were highly in¬ 
teresting and gave rise to much discussion. Some Papers were of 
exceptional value and made substantial fresh contributions to our 
knowledge of matters considered, and we commend them to a 
thoughtful study by the reader. 

The discussions never flagged, and would have proved unending 
but for the stern and ruthless limitation of time strictly imposed by 
our President. We wish he had been less vigilant of the time of the 
Conference, but he realised the necessity of carrying out the 
Programme ! 

Due to this experience it has been decided that in future the 
variety of subjects considered should be limited, and greater op' 
portunity should be given for discussion at the Conference itself 
As long as the range of subjects is not too rigidly limited, and a 
careful selection of the subjects made, the new procedure indicated 
should prove an improvement on our past practice. * 

The Garden Party given by Sir Rajendra Nath Mookerjee at his 
palatial residence in Camac Street was enjoyed by all. It came as a 
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very pleasant relief from the strain of the meetings and it also 
provided us the opportunity of meeting several friends and other 
distinguished personalities. 

By a slight over-sight it was forgotten to allocate a special day 
or time for holding the Business Meeting of the Association, but 
with a little adjustment time was found on the morning of the last 
day. Important business was carried through, involving especially 
the matter of the Journal agreement between the Association and 
the Department of Commerce and Economics of the University of 
Allahabad. 

Another important step was decided upon at this Business 
Meeting and that was to merge the office of the Treasurer of the 
Association with that of the Secretary. One hopes that this may 
not prove a move in the wrong direction. Professor R. M. Joshi, 
of the Sydenham College, Bombay, was unanimously elected to this 
combined office. Wc are certain that as long as he holds this or 
any other office there is no danger of the interest of the Association 
suffering through neglect of duty. The Business Meeting also 
placed on record its appreciation of the valuable services rendered 
to the Association by Professor H. L. Kaji, M. A., also of the 
Sydenham College, Bombay, who for several years carried on the 
duties of Honorary Treasurer, with such diligence and care. 

As to the other arrangements of the conference Dr. Banerjee, and 
his hard-worked Assistants and band of student*volunteers are to be 
warmly congratulated and thanked for the splendid and courteous 
manner in which they carried out their several duties. Special mention 
shouldbe made of the excellent provision made for luncheon. Dr. 
Banerjee dispensed hospitality with a large hand directed as it was by a 
larger heart. But surely where else in India except in Bengal would 
one expect to meet with such sumptuous arrangements for minister¬ 
ing to the needs of the inner man ! 

The Steamer Trip on the river at the end of the Sessions 
brought the Conference to a conclusion in a very agreeable and 
pleasant manner. 

In the absence of Professor Joshi, Professor Antia, Sydenham 
College, Bombay, acted on his behalf as the Secretary of the 
Association, 
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In conclusion we would wish to draw special attentirai to the 
suggestion threwn out by the President to make the Association a 
more useful instrument of service to the country in general and to 
the Economists in particular. 

We are happy to include in these Proceedings, for the first time, 
the Minutes of the Annual Meeting, the Reports by the Secretary 
and the Treasurer and the Accounts of the Association and the 
Journal duly audited. This is a new departure, but we trust one 
which will meet with the approval of the Members. 


S. K. RUDRA. 



ADDRESS OF WELCOME 

BY 

Sir Rajendra Nath Mookkkjee, 

K.C.I.E., KC.V.O., 

Presilient^ Reception Committee. 

It is my pleasing duty to extend to the delegates of the Tenth 
Economic Conference on behalf of the Reception Committee, a most 
cordial welcome to our City. Economists are fond of averages, but 
I am glad to say that we are not offering you an average sample of 
Calcutta’s climate, but present you, as a suitable atmosphere for 
your learned and erudite discussions, an almost ideal climate and I 
sincerely trust that its stimulating effects will inspire your de¬ 
liberations. 

A city of Calcutta’s importance offers to the student of economics 
a rich and fertile field for study. You have assembled here from 
different parts of India, and possibly for some of you it is a first 
visit to Bengal. I may therefore be pardoned if I briefly refer to 
the cultural amenities of our city and to the economic problems 
which immediately confront us. Calcutta owes its inception and 
growth to its admirable inland situation on the banks of one of our 
big rivers, navigable for ocean-going steamers right to our door 
steps. This facility has enabled the town to become one of the 
great trade entrepots of the East. A tour round the jetties and 
the magnificent King George’s D(xks, now in course of*construction 
will reveal ambitious plans for developing river transport facilities. 
The able body of Port Commissioners of Calcutta has charge of very 
important interests and in the lay-out and general scheme of the new 
docks they have courageously met the growing needs of the pro¬ 
vince. With the completion of the new bridge at Bally the Rail¬ 
ways will have materially assisted in eliminating the delay and 
consequent waste now involved in transport and double hand¬ 
ling. 

It is hardly necessary to draw your attention to the inadequate 
means of communication across the Hooghly and I feel that I 
should apologise to the visiting delegates who have made an entry 
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into Cakutta across the old pontoon bridge. A Calcutta in the 
West would nf)t have been content with less than a dozen perma* 
nent bridge?. London, with no ocean-going traffic up the Thames, 
possesses no less than 16 bridges for ordinary traffic and a dozen 
railway bridges. Everybody in Calcutta recognises the need for a 
bridge; its importance and urgency cannot be exaggerated. The 
project of a bridge across the Hooghly is unfortunately mixed up 
with politics, quite unnecessarily in my opinion, and is apparently 
for this reason hung up indefinitely. The history of the Howrah 
bridge controversy presents a lucid example of the futility of en¬ 
trusting to a political machine like Government and the Legislature 
the decision of a complicated technical problem such as the tj'pe of 
bridge to be constructed. When you proceed to discuss the com¬ 
parative value of State vetsus Private enterprise you will do well to 
bear in mind the history of the Hooghly bridge. 

While I am on this subject 1 would invite your attention to the 
complicated problem of river transport in Bengal. Our province is 
notorious for floods; the interior of many parts of Bengal are 
still unapproachable except by boat. The country is of deltaic ori¬ 
gin and it was occupial by man before nature had finished with it. 
We have, therefore, to complete the work which presents many 
problems, the solution of which is of immediate importance. The 
waterways tend to silt up and the riverbeds to rise. Disastrous 
floods occur and navigation is blocked. We have paid insufficient 
attention to river transport and drainage. The inability of the 
politicians to deal with problems involving complex or difficult tech¬ 
nical considerations is again responsible for shelving a thorough 
enquiry into the merits of a scheme like the Grand Trunk Canal 
project, which primarily aims at improving the river systems of Ben¬ 
gal. Perhaps your discussions will bring home to the minds of the 
young economists of Bengal the importance of research in this 
direction, so that by detailed and practical study they may be in a 
position to educate the public to the necessity for a comprehensive 
policy based upon accurate data. 

Calcutta also offers a splendid material for experiments in su¬ 
burban traffic. Bombay has made great progress ih this respect, 
while we here are still discussing the pros and cons of underground 
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versus aboveground transport, motor bus versus tram car*^isca8* 
sions which so far have led to no tangible results. 

I have preferred to introduce you to the transport problems pe¬ 
culiar to this city, in the first instance because I believe that for the 
steady and continuous growth of commerce and industry transport 
facilities are of vital importance. We in Bengal are fortunate in 
possessing a veritable monopoly in respect of two of our principal 
industries, namely Jute and Tea. The world demand for both these 
commodities is persistent, and although both tea and jute manufac¬ 
turers have at limes been inclined to sleep the sleep of content with 
visions of a perpetual stream of buying orders, yet in face of the 
experience of the last decade it would be folly to ignore the danger 
of substitution, and it is for a Conference like this one to analyse 
the limitations of our monopoly and set forth in clear terms the 
course which should be pursued to ensure continued prosperity of 
the two industries. Bengal is also fortunate in being the centre 
of the iron and steel trade. Our indigenous iron works, gradually 
assuming a national importance, ate all within easy reach of Calcutta. 
The coal and iron deposits of Bengal, Bihar and Orissa look to 
Calcutta for further development. The systematic exploitation of 
India’s mineral resources, whatever little has so far been achieved, 
has been due mostly to the enterprise provided by this city. 

Rates and charges for transport provide an entirely different 
subject. It is for the statisticians and cost accountants to work 
out the comparative scale of charges, but it is for the practical 
economists to say what rates would be fair and equitable for the 
haulage of merchandise, fair to the industry and transport service, 
as well as to the c«)nsamers. I cannot too strongly emphasise that 
for a poor country like India it is essential for the rapid development 
of her natural resources that transport rates on railways, on river, 
and on coastal traffic should be as low as possible, keeping in mind 
the efficient maintenance of these services. 

• It would be interesting if in the course of your deliberations you 
could examine the effect of freight charges in restricting industrial 
activity. Standardisation and mass production are making steady 
progress abroad as transport facilities improve and it is incumbent 
upon us in India to consider how we may also move in the same 
direction. 
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Perhaps it will be going beyond my strict duties to mention to 
yon the cultural and artistic possibilities of Bengal, but my excuse 
for referring to them, besides my desire to be of some use to you, is 
my fii-m belief that the cultural and economic potentialities of a 
nation should grow side by side and it behoves us to balance our 
programme of development'so as to provide equal stimulus in all 
spheres of human activity. A visit from you to the Bose Research 
Institute and to the two Art Exhibitions now open will, I am sure, 
be welcomed and appreciated. The archmf)logical galleries of the 
Museum and the library of the Asiatic Society of Bengal offer to the 
student of history, both civic and economic, fascinating oj:)portiinities 
for research. 

Turning now to the purpose for which so many distinguished and 
learned men have gathered here, I c msider that Calcutta is fortunate 
in that the Conference elected to meet this year in our midst. The 
value of dis<'ussi()ns .sncli as your sessions will provide, can hardly be 
questioned. But perhaps from another angle criticism may be made, 
that from the nature of the subjects discussed in an academic manner 
it is rarely possible that any valuable conclusions can be reached. 1 
claim, however, on the oilier hand—and 1 hope y<»u will agree with 
me—that it is not conclusions we are pi*imarily in search of: we 
want instruction, iindor^tan ling and enlightenment The Conference 
provides an ideal means tor ventilating cwiiert opinions from all 
angles of vision; and the ( hief merits I sec in such gatherings arc 
the interchange ot ideas, an in^'rease in understanding and a growth 
of respect for the contrary view At the same time for the Confer¬ 
ence to keep on making an increased and live appeal to the lay 
public it is essential that current and topical problems of commerce 
and finance, of agriculture and industry, sh )uld figure prominently 
on our agenda. Without wishing to flatter yon, I may say that the 
common man in the street, who is too busy with the struggle for a 
living, expects men in 3'onr position and with your learning to guide 
him to a cori'ccL understanding of the nature and effect of economic' 
tendencies. Lucidity in argument and clear language are therefore, 
the first desideratum. I may go further and declare that your dis¬ 
cussions will attract busy and active commercial n>en as well if you 
will hammer out and test your theory at the anvil of practice. 
Applied economics is coming to cxcupy a greater place in the practi- 
34 
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cal affairs of the business world. In this manner your efforts will 
redound to the growth of both knowledge and practice. 

The year that has just closed has provided the economists in 
India with rich material for study and analysis. Imijortant problems 
oi currency and banking, taxation and statistics, rural and co-operative 
economy, await rational deliberation and wise decisions. The year 
1926 has been prolific in authoritative reports. Of great and 
abiding interest to Economists are the four reports, respectively, of 
the Economic Enquiry Committee, the External Capital Committee, 
the Taxation Enquiry Committee, and the Currency Commission. 
These reports have all been before you for a period of over six months; 
and although it is unfortunate that the political elections have 
precluded a calm and unprejudical discussion of the important pro¬ 
posals contained in these reports, yet to a circle so learned and 
scholarly as this Conference sufficient data and material have been 
offered to promote a lively and intelligent criticism. 

The Economic Enqury Committee’s Report tells us of great 
insufficiency of economic data and statistics—the raw material of 
modern economic policy. Generalisations are very useful provided 
they are drawn from well established facts. But we are usually 
inclined to expect facts to follow our preconceived theories. May 
we not look to the experienced knowledge of the Conference to 
condemn this tendency and to demand the maximum marshalling 
of facts in support of a deduction. The recommendations of the 
Economic Enquiry Committee for a comprehensive and regular 
collection of economic statistics should therefore, receive the warm 
support of the Conference. The Report of the Currency Commis¬ 
sion also emphasises the imperative need for accurate and reliable 
data. 

The Report of the External Capital Committee is remarkable 
more for its implications than for the main recommendations. These 
relate to the growth and development of banking and investment 
habit in India, a most illuminating commentary on which was fur¬ 
nished l)y Sir Basil Blackett in a lecture delivered last year under 
the auspices of the Delhi University. I would invite you to bring 
to the study of this difficult problem your collective acumen and 
reasoning, and so help to evolve concrete proposals for accelerating 
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the establishment of a sound banking practice in the country. In 
India traditions die hard. When the comparatively prosperous 
cultivator invests his savings in ornaments or in bullion, he does 
so under the promptings of a very conservative instinct. Taste for 
personal adornment is no doubt present in oiir women folk, but tills 
desire to adorn combines with an instinctive fear of insecurity and 
disorder and leads to a locking up of fruitful savings Perhaps the 
spread of general education and a campaign of progressive enlighten¬ 
ment is the only cure for this barren habit. It is for groups like 
those represented in this Conference to investigate the peculiarities 
of their respective districts and suggest appropriate practical methods 
for educating the villager to realise the huge waste involved in his 
dead investment. Another aspect of this habit is, in my opinion, 
responsible for the chronic indebtedness of our agricultural classes. 
Savings invested in ornaments are looked upon as the very final 
resort in emergency and as far as can be helped women folk will not 
part with their jewellery under any pressure whatsoever. The 
result is that when an indifferent season comes, there is no reserve 
for the ryot to fall back upon owing to the reluctance of his women 
folk to part with ornaments and in order to carry over to the next 
season, he is forced to go to the village Bania for accommodation. 
The usual consequences tolk^w—a serious handicap on future crops, 
a piling up of debt and growth in usury. If the ryot knew and 
realised the futile waste in his present investments, he would s<x)n 
learn to appreciate the advantages of building up a reserve, liquids 
as well as fertile. Only through a steady growth of the banking 
habit, combined with the spread of the co-operative methods, can wc 
kK)k forward to a decrease of the indebtedness of onr country side, 
which is such a blight on agricultural improvement. The problem is 
vast and serious enough to j eceive your valuable attention. 

Taxation forms the most important part of modern administration 
and was possibly the first great problem tackled by the economists. 
Indeed Adam Smith, the first and greatest of British Economists, 
devoted a large part of his work on “ The Wealth of Nations ’’ to 
a consideration of the question of taxation. In olden times tributes, 
tithes and tolls formed the chief source of revenue to the State, 
which meant the King or the feudal Baron. As democracy advanced 
and the powers ot the kings receded, the representatives of the 
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people sought to build up an equitable theory of taking money from 
the people. It is not a travesty of facts to attribute practically all 
the civil wars and revolutions in history to unjust and oppressive 
taxation. Innance members of representative Governments owe it 
to their constituents to explain their taxation methods by an equit¬ 
able and just theory. In India full representative Government is 
not yet in being. But the recent Report of the Taxation Committee, 
conscious of the future trend of events, has sought to ])rovide a 
systematic and equitable basis for taxation, the absence of which has 
been admitted by our present able Finance Member. I he problem 
bristles with theoretical difficulties, but the practical aspects are 
even more complicated. Administration and practice call for a high 
degree of careful and dispassionate analysis. I do not feel competent 
to hazard any opinion on the theoretical justice or otherwise of a 
proposed tax. Business men only know the j>raclica] incidence of 
the burden Direct taxes arc easily understood and one knows what 
one is in for But indirect taxation, like tariffs and inflation, are 
difficult to analyse properly in respect to the ultimate incidence. A 
manufacturer would plead for light inij)obts on mdustiy; as a con¬ 
sumer one may urge the abolition of all import and excise duties; as 
a producer one may ask for the removal of trade barriers and for 
cheap freights. The finance minister is indifferent to the obvious 
contradictions in these demands ^ but intelligent and lucid argument 
is needed to i)ersuadc the taxpayers to admit the equity of any 
In India to*day comparatively few are capable of offering Ctiiightened 
criticism. The Taxation Committee's Reiv\ t offers a valuable 
starting point and it is to l^e hoped that the administration will 
receive your full and hearty co-o|>eration in the construction of an 
equitable and reasonable system of taxation, which will not bear 
hardly on the poor, nor be oppressive to industries, and so militate 
against economic development. 

I come finally to the Report of the Currency Commission of 
which 1 had the honour to be a member. Acute controversy has 
raged round one of its minor recommendations, which has been 
raised to the level of a grave political issue. Ido not wish to join 
this controversy, c.xccpL to declare once again that the main con¬ 
sideration, whicli weighed with me and, I may say, which weighed 
also with the majority of the Commissioners in deciding about the 
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ratio, was the express need of the masses and the poor middle classes 
of India for stable conditions for cheap commodities, cheap freights 
and low taxation. As a business man I may be tempted to favour a 
policy of inflation which leads to a raising of the price level and 
means increased profits to me but I honestly believe that for a 
country so poor as India it is imperative for her national well-being 
that the poor classes should be able to buy a sufficiency of food and 
nutrition at the lowest possible cost. We need to strengthen them 
and raise their standard oi living. I do not mean to imply that 
currency should be used deliberately as a lever to regulate prices or 
as a means to re-distribute wealth, but what I do say is this; that 
once a difficult period of uncertainty, risk and instability has been 
gone through, to deliberately start another cycle of similar uncertain 
ties, even, as advocated by some responsible people, to correct 
certain injustices suffered during the first period—I say that such a 
policy is not practical wisdom. The advocates of a lower exchange 
rate choose to ignore the vast, almost convulsive, ctmsequences that 
will follow a policy ot inflation. When it is said that by reducing 
the ratio to is\ 4cl. you raise the rupee i)rices of only such articles 
as arc exported, ignorance is shown of the facts of the market. If 
wheat and rice go up in price by two annas in the rupee, all other 
foodstuff like vegetables, fish, fruit, milk, etc., will immediately 
jump up in price for one very good reason that the seller of veget¬ 
ables, fish, etc., is alsv) a purchaser of rice or wheat, and if his 
rupees refuse to buy him as much wheat or rice as before, he will at 
once raise the price of his produce to compensate himself for the 
reduced purchabing power of the rupee. To be a willing party to a 
policy of raising the ]:>ricc~level all round appears to me to be a 
deliberate sacrifice of the interests of the poor. 

But, as I have said, the Commission’s recommendation about 
the level at which exchange should be stabffised forms only a minor 
issue. You will pardon me it I take this opportunity to ask a learned 
gathering like this one not to ignore the more important and 
fundamental recommendations of the Currency Commission in a 
futile controversy over the ratio. The Report has been before yon 
lor five months and it is unfortunate that such i)roposals as the Gold 
Jhillion Standard and the Iveserve Bank have not received the 
attention they deserve. As one of the Commissioners I hesitate to 
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make any remarks which would sound like special pleading, and 
would, therefore, simply commend you to take the Report on its 
merits. Treat it as one of the practical constructive schemes pro¬ 
posed for the improvement of our currency system, and judge it in 
the light of your comprehensive knowledge of local conditions and 
the application of sound theory to practical circumstances. The 
members of the Commission would consider their labours well 
rewarded if you will bring to bear upon their scheme your analytical 
powers and by a reasoned synthesis help in pushing forward the 
reforms so urgently needed in our currency system. 

We have all at one time or other dreamt of a self-determining 
India, but political self-determination can hardly precede economic 
self-determination in the modern age. It is for business men and 
academic scholars together to help in securing for their country that 
increase in economic freedom and power which will automatically 
endow India with the status of complete nationhood. 

I thank you, Gentlemen, tor the very patient hearing you have 
given me. 



PRESIDENT OF THE CONFERENCE. 

Sir Lalluriiai Samai.das proposkd the klectidn of Prin¬ 
cipal TV!. L. Tannan to the Presidentship of llie Conference 
In moving the Resolution Sir lallubhai said 

“ I consider it a great honour to be asked to propose my friend, 
Principal M. L. Tannan, to be the President of this year’s Confe¬ 
rence. I believe I have been given this honour because I happen to 
be the only ex-President present here. I am very glad to move 
this resolution because I have known Principal Tannan for a long 
time and he is like a younger brother to me. Mr. Tannan, as you 
know, is the Principal of the Sydenham College of Commerce in 
Bombay. He is a graduate of the University of Birmingham and a 
Barrister. After returning from Pmgland, Mr. Tannan worked 
as an auditor in the Punjab, and we brought him to Bombay in 1914 
as a Professor in the Sydenham College of Commerce. Since then 
Mr. Tannan, who comes from the Punjab, has conquered Bombay. 
I have personally come into contact with him in connection with 
the Co-operative Movement. Me is one of my colleagues on the 
Board of Directors of the Bombay Provincial Co-operative Bank, 
where we have found his advice of great help to us on certain 
questions. I have great pleasure in proposing that Principal T«annan 
be elected as President ot this year’s Conference, 

Sir Deva Prasad Saibadhikari : 

“ I have great pleasure in seconding the resolution moved by 
my friend Sir LaJlubhai. Although Mr. Tannan comes from Bombay, 
we in Calcutta feel no jealousy for him but are glad to welcome 
him. I hold that in the academic atmosphere of the University 
there should be no place for petty jealousies of this sort. In Calcutta 
we arc proud that we welcome learned men from all countries of 
the world, and it is in this spirit that I welcome Mr. Tannan and 
all the Delegates of the Conference. I have great pleasure in 
seconding the resolution and wish all sjccess to your deliberations ” 

Principal M, L. Tannan was then duly elected to the Chair. 
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M. L. Tannan, ]}. Com., J. 

Principal^ Sydemham CoUey^c of Commetcc and Economicsy Bombay, 

Ladies and Gentlemen,— 

I thank you most heartily for the great honour you have clone 
me in inviting me to preside over this session of the Indian Econo¬ 
mic Conference. Although it is true that I was one of the few 
invited to the meeting called by Prof. Hamilton in this cit}^ 
nine years ago for considering the proposal to start the Indian 
Economic Association, and had, along with the late Principal 
Anstey, the privilege of seeing the Association constituted in 
December 1918, in Bombay. I take it that the honour is not so 
much as a compliment personal to myself as to the Sydenham 
College of Commerce and Fxonomics, Bombay, which aims at train- 
ing young men from all over the country in various branches of 
Pxonomics, and of which I happen to be the Head. 

In India the popular study of Economics wrongly called the 
dismal science, did not receive sufficient attention till the second 
decade of the present century. As its importance in the life ol 
the country was not realised, the Universities failed to give it a 
proper place in the courses prescribed for the various examinations. 
(Generally, it was tagged on to the History c<Mirses, and therefore, 
its study was neglected. 

Moreover, on account (>1 the absence of proj>cr provision for 
the teaching of the subject in most of the Colleges and Universities, 
it continued to be shrouded in mysteries into which an average 
student did not venture. Tiic country in general and the stud¬ 
ents of economics in particular arc greatly indebted to the premier 
University in India—the University of Calcutta—for found¬ 
ing, I believe, the first chair in Pxonomics, and thus giving 
the subject a proper place in the courses of the University. This 
lead of the Calcutta University has been followed by the other 
Indian Universities in recent years, and thus the science has begun 
to receive a fair amount of attention from the Universities and the 
student world in this country. It is true that for some time the 
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study of the subject suffered by lack of suitable books. As an 
illustration of the unsuitability of some of the books prescribed may 
be mentioned the fact that till very recently the most widely used 
text-book on Economics in India, was a work written by a French 
economist, translated by an American and adapted for the American 
students by superposition of American illustration on the top of 
French ones. However, it is gratifying to note that during the 
last five years several books on Indian Economics some of which 
are quite good, have been placed on the market, and I feel sure that 
in the years to come sufficient literature dealing with Indian Econo¬ 
mics in general and the financial problems of the country in parti¬ 
cular will be written and made available for those interested in it. 

However, it is perhaps not yet realised that Economics is a 
science which concerns every human being and, therefore, its study 
by every citizen particularly one who wishes to take an intelligent 
interest in the public affairs of his country, is essential. During 
the last year or two, our currency controversy has, 1 am glad to 
say, produced at least one good result, namely that it has prompted 
several educated c itizens who had hitherto fought shy of Economics, 
t(^ interest them.sel\'es in its study even at a comparatively advanced 
age. With the study of bxonomics in general and Currency and 
Hanking Problem > in particular, it is hoped that the discussions of 
ecojiomic and financial matters will become more scientific and 
proiluctive of practical results. 

It has been the custom on such occ'asions to commence the 
proceedings with an address from the President. However, as 
the most important economic questions of the day will be discussed 
at this Conference by the members who have made special studies 
of their respective subjects, and have written Papers, I shall, there¬ 
fore, content myself with making a few observations on Currency 
and Banking—the two outstanding problems of Indian finance. 
Bui before T speak on these, I wish to make two preliminary 
remarks. Firstly, I should like tamake it quite clear that although 
I happen to be in Government service, the views I place before 
you to-day are entirely my personal views, and should not be mixed 
up with views officially expressed on these questions. Secondly, 
•I should like to request that all who may have occasion to differ 
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on these questions should not impute motives either one way or tlie 
other, as I feel that for the scientific discussion of these questions 
an atmosphere of freedom from partisan bias is absolutely necessary 
and that in accordance with the tradition of our Conference in the 
past the only aim of our\1eliberations should be to clarify the issues 
and suggest solutions with the sole object of J;he good of the 
country. 

I shall first of all take up the question of Indian Currency—a 
subject which is prominently before us at present. As you are 
aware the subject of our currency is one which has been a hot bed 
of controversy. Although I take it that most of you are already 
well acquainted with the important landmarks of the Indian Cur- 
rency history, I think it desirable to give a very brief retrospect 
of the same so as to refresh the memory of those who are already 
acquainted with the same, and to enable others to follow more easily 
the remarks which I have to make. 

Both gold and silver coins were used in India before 1835, in 
which year gold was demonetized and Indian currency was based 
upon a monometallic system, with silver as the standard of value. 
Although, between 1835 and 1893, on several occasions represent¬ 
ations were made for the introduction of gold standard and currency, 
and although the Government in 1841 authorised the public trea¬ 
suries to accept gold mohurs at the rate of Rs, 15 and in 1864, 
sovereigns and half-sovereigns were made receivable at Rs. 10 and 
Rs, 5 respectively, in payment of Government dues, silver continued 
to remain both the standard of value as well as the metallic medium 
of exchange. From 1873 onwards, as a result of the demonetiza¬ 
tion of silver by Germany and later on by the Latin Union count¬ 
ries, the gold value of the rupee took the downward path. 

As India had large transactions with gold standard countries, 
the fluctuations in the rate of exchange with such countries brought 
about certain important disadvantages. As the Government of 
India had to meet in gold certain external obligations known as 
the Home Charges, every fall in the sterling or gold value of the 
rupee increased the amount of rupees required for the purpose. 
This brought about a great uncertainty in the finances of the 
CSk)vernment as well as effected adversely Indian commerce. 




M. L. TANNAN 


401 


Another result of the fall in the gold value of the rupee was that 
the Europeans, both in public service and in business, who had 
to make remittances to their families in England required larger 
number of rupees to enable them to purchase drafts for the same 
number of pounds, as they used to remit before. It must, how¬ 
ever, be noticed that on account of the general rise in the pur¬ 
chasing power of gold, smaller amounts in gold would have been 
sufficient for the purpose, and therefore the amount of rupees 
required for the support of their families in England need not 
have increased as a result of the fall in the gold value ^f the silver 
rupee. 

After various discussions, the Government of India following 
the recommendations of the Hcrshell Committee decided to cbse 
the mints to the coinage of silver on private account and thus by 
starving the currency tried to give a scarcity value to the rupee. 
Although this step did not immediately bring about the desired 
effect, the exchange value of the rupee gradually rose from 1/1 
to I/4—the rate proposed and accepted by the Government of 
India. After Government had succeeded in changing the standard 
from silver to a quasi-gold, efforts to put permanently India on 
gold basis were begun. Government, therefore, asked the Secre¬ 
tary of State for India to establish a gold reserve, and then to 
withdraw from circulation such a quantity of rupees as would 
keep the gold value of the rupee at i6d. The Government in their 
despatch of March 3, 1898, to the Secretary of State for India, 
wrote, “ We think that the only state of things which can be called 
a thoroughly satisfactory attainment of a gold standard is one 
in which the gold coins which represent our standard are those 

which are also good for payment in England.What we ought 

to aim at, and what we have every prospect of successfully 
attaining is the introduction of the English sovereign itself as a 
current coin. ” 

The Secretary of State for India referred the question to a 
Committee presided over by Mr. Henry Fowler. After considering 
the various proposals placed before the Committee, it was decided to 
support i6d. gold exchange, and the Committee also recommended 
the intn)duction of gold coins for circulation in India, and the 




402 


PRESIDENTIAL ADDRESS 


tiirowing open of the Indian Mints to the coinage of the same* 
These recommendations were accepted both by the Government of 
India, as well as the Secretary of State for India. A couple of 
years later the goal of reaching ah effective gold standard was given 
up and thenceforward Government merely tried to maintain the 
exchange value of the rupee at i6d. gold. Thus the rupee was 
definitely linked to gold and became a merely silver note representing 
75*3 grains of pure gold, but convertable only for external payments. 
Under the an*angement the Secretary of State for India sold Coun¬ 
cil Drafts—council bills and telegraphic transfers drawn upon the 
Government of India originally meant to provide the Secretary 
of State for India with the necessary funds required for the meet¬ 
ing of the Home Charges but subsequently used also for trade pur¬ 
poses and thus the currency was allowed to expand. However, 
there was no proper provision for the contraction of the currency, 
particularly when contraction was not needed for the payment 
of an adverse balance of account. This currency arrangement 
had the seal of approval from the Chamberlain Commission, 
which was appointed in 1913 and whose report was published 
early in 1914. Government were fairly successful in maintaining 
the exchange value of the rupee for roughly 18 years, except for 
a short time in 1908-09. The unprecedented rise in the price 
of silver from 22d. to 88d , between 1915 and 1920, made the rupee 
to leave its moorings in 1917, and for about three years, it de¬ 
parted widely from 1/4 gold. The currency difficulties resulting 
from the War led to the appointment of the Babington Smith Com¬ 
mittee in May 1919, and its report recommending among other 
things the linking of the rupee to 2/gold was publised in Febru¬ 
ary, 1920. Soon after the acceptance of this recommendation 
by the Secretary of State for India, the cross rate between London 
and New York began to fall and consequently the sterling value 
of the rupee began to soar high and went up to about 2/11. This 
unprecedented rise in the sterling value of our currency unit 
and the sudden fall in our exports created a large demand for 
sterling drafts. With a view to maintain the new ratio, Govern¬ 
ment sold Reverse Council-bills and telegraphic transfers drawn 
by the Government of India upon the Secretary of State for India 
(or 55A but ultimately finding themselves unable to stabilise 
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the exchange at the new rate, Government were compelled to 
give up the attempt to maintain, at first, the 2/gold rate and a 
tew months later, even the 2/sterling rate. Thus the value of the 
lupee was left to be determined by the demand for and the supply 
of sterling bills. Government did not think it proper to attempt 
a final solution of our currency problem till the prospects of Eng¬ 
land's return to gold standard were fairly assured. In April 
1925 England decided to revert to the gold standard and thus 
paved the way for the appointment of Hilton Young Currency 
Commission which came out in the latter part of 1925, “ to exa¬ 
mine and report on the Indian exchange and currency system 
and practice; to consider whether any modifications are desirable 
in the interests of India; and to make recommendations." 

The currency problem, which the Hilton Young Currency 
Commission have tried to solve, comprises of the following four 
main issues:— 

(1) What should be the standard of value. 

(2) Whether or not the standard metal should circulate. 

(3) If gold is adopted as the standard of value, what should 
be the relation between the rupee and gold. 

(4) Whether or not Government Currency Notes should 
be replaced by bank paijer money, and if so, whether 
the Imperial Bank of India or a new Central Bank 
should be entrusted with the work. 

As regards the first of these issues, there appears to be a 
unanimity not only among the members of the Hilton Young 
Currency Commissioner, but also practically among all the leading 
witnesses examined by the Commission. To-day, no doubt, there 
are some persons- among whom the well-known economist, Prof. 
J. M. Keynes is the leading figure, who are inclined to the view 
that gold is no longer a desirable standard of value. While it is 
true that gold being not absolutely stable in its value is not as good 
X standard as the ‘‘ Composite Commodity standard ” proposed by 
Prof. Keynes, it is generally admitted that gold is still by far the 
best material to act as the basis of a currency system, and, therefore 
India should fall in line with the other leading countries in this 
matter. 
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With regard to the second question whether or not gold should 
circulate, first of all, it may be stated that gold currency is not an 
indispensable part of gold standard. It is not necessary that the 
two functions, namely the standard of value and the medium of 
exchange should be performed by the same money material. Even 
in the United States of America, which has to-day the largest gold 
reserves among all the countries of the world, there is very little 
gold in actual circulation. Although gold—both bullion as well as 
coins—can be had without any obstacle, people in that country 
prefer to use paper media of exchange, such as Gold and Silver 
Certificates Greenbacks, Treasury Notes, Federal Reserve Notes, 
and Cheques in preference to gold coins. England has no doubt gone 
back to the gold standard, but not to the gold currency of the pre¬ 
war days, perhaps partly because of the fact that her gold reserves 
will not be sufficient for the purpose to-day. She has, therefore, 
withdrawn the right of the holder of gold bullion, except the Bank 
of England to take gold to the mint and have it converted into so¬ 
vereigns and half-sovereigns, but there is no difficulty in obtaining 
gold for export, Thus the older view that gold in circulation was 
essential for the proper attainment of gold standard is fast losing 
ground. Secondly, I do not hesitate to admit that the ideal system 
of currency doe 3 not necessarily require any appreciable quantity of 
gold coins in circulation. However, in view of the fact that India 
lags far behind in education, banking facilities and the sense of 
confidence which are essential for the use of paper money and cheque 
currency on a large scale, and particularly as public c»pinion has for 
some years been very insistent on a visible gold standard, I am in¬ 
clined to think that India must pass through the stage of gold cur¬ 
rency standard at least for some time, before she can hope to reach 
the goal of the ideal currency system. It is no wonder, therefore 
that a very large majority of the witnesses examined by the Currency 
Commission laid stress upon the system of a gold standard with a 
gold currency. 

Before we consider the ways and means of the introduction of 
such gold standard, I should also like to observe that to the best of 
my knowledge, there is no strong section of the thinking public in 
this country who believe that Government can within a few weeks 
or months or even a year or two easily and successfully undertake 
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the liability of converting rupees and rupee notes into gold coins in 
such quantities as may conceivably be presented for conversion 
Before doing so, it is essential that Government must have accumu¬ 
lated gold resources to such an extent as to be able to meet any 
reasonable demand which may be made for the purpose. It is, 
therefore, necessary to consider the approximate amount of rupees 
and rupee notes which are likely to be tendered for conversion into 
gold. In considering this questkm, I should like to observe that 
large hoards of rupees must have disappeared in 1919-20 when the 
bullion value of rupee exceeded its face value, and also when as the 
result of the sales of gold by Government the price of gold went as 
low as Rs. 18 to Rs. 20 per tola, and large quantities of gold were 
purchased and paid for in rupees taken out of hoards. The existing 
stock of rupees in hoard cannot, therefore, be very large. We 
should also remember the fact that the individual hoards of the 
masses are too small to be converted into gold coins, such as gold 
mohurs of Rs. 15 or Rs. 20 each and, therefore, the amount of 
rupees that are likely to be offered for conversion into gold cannot 
be large. However, taking the figures given by the Hon’ble. the 
Finance Member in his recent speech at Delhi, the total number 
of rupees still in existence is Rs, 325 crores out of which not less 
than Rs/200 crores are according to his opinion normally required 
for ordinary circulation. As roughly Rs. 100 crores are in the 
paper currency reserve the surplus amount which is likely to be 
tendered for conversion into gold will be about Rs. 25 crores. The 
gold required for the conversion of rupee notes will depend largely 
upon two considerations, the extent to which gold coins are likely 
to replace, (I believe temporarily only) the notes of small denomina¬ 
tions and the amount of gold reserve which may be considered 
sufficient backing for these notes As regards the first of two fac¬ 
tors, I believe, no one contends it seriously that currency notes for 
any appreciable amount are lying in hoards. Therefore, there is no 
danger of gold being required for replacing such notes. However, 
it must be admitted that a comparatively small portion of the ten 
rupee notes—say at the most Rs. 15 crores may be driven out by 
gold mohurs of Rs. 20 each. As regards the gold required for 
reserve against the notes, gold worth about Rs. 70 crores on the 
b^is of roughly 40% of the gross circulation (Rs. 190 crores less 
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Rs. 15 crores provided for above) should, I believe, be ample 
While I am prepared to admit that it might be desirable to aim at a 
higher percentage of gold as a backing, I feel confident that taking 
into account the fact there is limit to the extent to which the con¬ 
traction of the total currency of a country can take place without 
serious danger to its economic life and therefore it would rather 
be too bold to assume that a still further contraction of nearly iS% 
of our total currency (roughly Rs. 225 crores metallic and Rs, 
170 notes) is likely to take place, larger gold reserve will not be 
essential. Not only the amount of contraction is limited by the 
amount of the paper money in use, but also by the fact that the banks 
merchants and others, who use the major portion of our paper cur¬ 
rency are not going to lose their heads and take to a much less con¬ 
venient medium of circulation. Thus it will be clear that gold worth 
Rs. 110 crores would be ample for undertaking the conversion of the 
rupees and rupee notes likely to be presented for conversion into 
gold. As at present gold nominally valued at Rs 22*3 crores, but 
really worth aboiit Rs. 30 crores at 1/6 rate is in the Paper Currency 
Reserve, additional gold to the extent of roughly Rs. 80 crores or 
about m. 60 at the outside will be required for the purpose. It 
may, however, be said that in addition to the gold in the Paper Cur- 
cency Reserve, India has sterling securities amounting to about Rs. 7 
crores and about Rs. 52 crores in the Paper Currency Reserve and the 
Gold Standard Reserve respectively, and these ('an be easily converted 
into gold. Here again, I feel sure that there cannot be many think¬ 
ing people in the country who would suggest the immediate realisation 
of these securities, and the conversion of their sale proceeds into 
gold for the strengthening of our gold reserves. Nobody will deny 
the right of this country to take such a step if it is found to be 
a necessity and to her advantage, but only very few believe, that 
such a step will be anything but detrimental to her own cause, 
whether or not it may be detrimental to the cause of any other 
country. Thew; can be no doubt that in the first place if such a 
large block of Government securities is placed in the London market 
at one time, it will bring about an abnormal fall in the prices of 
those securites, particularly if it is known that their sale proceeds will 
be withdrawn from the country in the form of gold. I for one 
cannot blame those who finding this step detrimental to their country 
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refrain from purchasing such securities except at very low rates. 
I am also not prepared to accept the view that India has nothing to 
fear from the withdrawal of such a large amount of gold from 
England in the course of a short period. Even Sir Purshotamdas 
Thaknrdas holds the same view. In para. 50 of his Minute of 
Dissent he says **It is neither feasible nor desirable that the sterling 
securities should be realised and converted into gold forthwith, or in 
a manner other than the safest and the most gradual to the markets 
of the world.’* We, students of economics cannot bring ourselves 
to believe that India is an isolated country and has nothing to gain 
or lose by the economic disturbances in other parts of the world. 
Modern commercial world is a body of which the various countries 
are limbs, and thus if one limb of the body is hurt, other limbs are 
bound to be affected, more or less, according to their relation. It 
may, however, be observed that although the expert opinion on the 
question differs, there appears to be neither any great chance of an 
appreciable fall in gold prices by the additional demand from India 
for gold worth a few millions pounds a year, nor is there any 
danger to the financial stability of a county like England, which even 
in 1924 could afford to invest abroad no less than about £ m. 134, 
from such a demand spread over five or seven years. 

Having considered tlie impracticability of obtaining the required 
amount of gold from England within a few months or even a year 
or two, the only other alternative left is to obtain it from the United 
States of America as a loan. In view of the evidence of the 
American witnesses before the Hilton Young Currency Commission, 
it appears extremely unlikely that we can succeed in this attempt. 
It will, therefore, be clear that it is not advisable to attempt to 
increase within a few months or a year our gold resources by 
importing the additional gold required for the purpose and thus 
putting Indian Currency on an effective gold or better known as 
gold currency standard basis. However, if the acquisition of the 
g^old required for undertaking this liability is spread over a period 
of five to seven years, there should, I believe, be no difficulty in 
doing so without injuring any interest. Till then the gold bullion 
•standard scheme with or without the right of the holders of token 
money to change it into gold bars of 400 ounces for internal 
purposes, but with the modifications proposed hereafter may be 
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worked, I must add that I personally do not attach much impor¬ 
tance to the right of this conversion as the rate at which currency 
authorities will be bound to sell gold required for the internal needs 
of the country will not be more favourable than the rate at which 
gold will be imported. 

Before proceeding to consider the desirability of the coinage 
of gold it may be better to examine the effect of the adoption of this 
policy on our silver reserves. In considering this problem, it must 
be remembered that there is a need for the normal expansion of our 
rupee currency due to the growth of population and the economic 
improvement of the country. The increase in the metallic currency 
in the past has been estimated at roughly 9 crores a year. With 
the growth of the material progress which this country is likely to 
make in the near future, the amount of additional rupee currency 
required should be greater still. Taking this fact as well as the 
amount required for natural wastage not more than 10 to 15 years 
should be required for the gradual absorption of surplus rupees. 
Apart from this a certain amount of silver coins will be required 
to be kept by the proposed bank to facilitate the conversion of notes 
into rupees whether the note issuing authority is or is not bound by 
statute to do so. Consequently, it may not be worth our while .to 
unload any large portion of our silver reserve at the cost of the good 
will of other nations as well as loss to ourselves. Moreover, it does 
not a])pear to be essential to restrict at present the legal tender 
quality of the rupee. In France, the 5 franc silver pieces and in 
the United States of America, the silver dollars are still legal tender 
for unlimited amounts and, in view of the fact that their further 
coinage has been stopped, their total quantities in circulation are 
not in excess of the requirements of the countries. 

This brings me to the question of the opening of the mints for 
the coinage of gold in this country. Although the public desire for 
putting gold into circulation is keen, and although I personally do 
not think that there is any great danger in converting gold bullion 
that may be tendered into gold mohurs of Rs. 20 each at a small 
seniorage, I believe there will be no great objection to the postpone¬ 
ment of the opening of the gold mint, if it is definitely assured that 
within a comparatively reasonable period (five to seven years) it 
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will be possible to put the Indian Currency system on gold currency 
standard bpsis. What is, therefore, immediately needed is the 
adoption of the following important steps :— 

. I. Stoppage of the coinage of rupees. 

2. Building up of the gold reserve required as opportunities 
may permit by the gradual sale of sterling securities 
belonging to the Paper Currency and Gold Standard 
Reserves. 

3. The transference of the favourable balance of account in 

the form of gold to this country till such time, when 
the gold reserves of the country are considered to 
be ample for the purpose of the introduction of. gold 
currency. 

4. The maintenance of the ratio between gold and the rupee 

during the period of transition by the use of gold and 
other resources whenever necessary. 

5. Gradual substitution of the Government currency notes 
by new Bank Notes convertible during the transition 
period into rupees, or gold bullion at the discretiori 
of the bank and afterwards into gold mohurs except 
that in case of notes of smaller denomination than a 
gold raohur, the bank should have the right to redeem 
them in either rupees or rupee notes. 

These steps are not really very different in principle from those 
recommended under the gold bullion standard scheme except that 
they are likely to create greater confidence with regard to the 
introduction of the gold currency at a no distant date. The 
gold bullion standard no doubt insures more effectively the 
maintenance of the ratio between the rupee and gold than was the case 
under the gold exchange standard hitherto, but under it the masses 
will hardly realise that the country is on the gold basis; it may be 
that even under the scheme suggested above they might not know 
the true gold basis of our currency but the latter is avowedly a 
scheme for the eventual adoption of the gold currency standard, 
while the former leaves the question of the gold cuprency somewhat 
in suspense. The proposal with regard to the issue of postal 
certificates convertible after three or five years into gold is undoub- 
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tedly a very good means of encouraging the habit of saving and 
investment, but it is doubtful how far it will convince the masses 
as to gold being the basis of our currency, and it might, though 
there is difference of opinion on the point, lead to the dissipation of 
the gold resources of the nation instead of their being conserved in 
a Central Bank. The purpose, again, of the proposal for the de¬ 
monetization of sovereigns and half-sovereigns in the Commission’s 
report seems to be based upon the fear that such coins if imported 
will soon disappear by being melted for the making of ornaments. 
Howe\’er, if such happens to be the case, the market demand for 
gold bullion to that extent will be reduced and the total quantity of 
gold required by the country will not increase. No doubt, if gold in 
the form of coins goes into the hoards in excess of the extent to which 
hoarding of gold bullion will take place, it will stand in the way of the 
building up of the gold reserves required for the inauguration of the 
scheme. However, if we decide that our currency unit should be ot 
different gold content than a sovereign there does not appear any 
great harm in withdrawing from it its legal tender quality, particularly 
in case the relation of the rupee to gold is to be changed from the 
pre-war rate to a new rate. 

As regards the third question, namely, the ratio, it m*iy first 
of all be stated that though this question is not so fundamental as that 
of the standard, it is certainly by no means unimportant. Secondly, 
it is desirable that the gold value of the rupee should be settled as 
soon as possible as the postponement of the question means the con¬ 
tinuance of the uncertainty which is bound to have detrimental effects 
both on the trade and other interests of the country. 

By the adoption of the recommendations of the Fowler Com¬ 
mittee, the rupee was linked to 7*53 grains of pure gold, although its 
gold value was effective for external purposes only. On the whole 
this ratio was maintained satisfactorily for nearly 18 years, and it 
was the exceptional stress of the War period which threw it out 
of gear as in the case of most of the other countries of the world. 
Except where it was found more or less absolutely impossible, the 
countries of the world, while restoring their currency systems, have 
striven to go back to the pre-war basis. It is very likely that in 
the last quarter of 1924, the same could have been done in this 
country However, on account of the uncertainty of the sterling 
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doHar exchange, probably Government did not think it advisable 
to take that step and left the question to be decided under conditions 
of greater stability. After the improvement of the cross rate between 
New York and London, the gold value of the rupee went up between 
October 1924, and June 1925, from 1/4 to 1/6. Thus, when the 
Currency Commission considered the question of the ratio of the 
rupee to gold exchange had remained at the higher level for about 
a year and they, therefore, felt inclined to recommend the stabilising 
of the rupee at that level by statute* 

It can hardly be denied that higher exchange gives a temporary 
benefit to cerfein interests such as importers, persons with fixed 
salaries, or incomes and the tax payers in general. The higher 
exchange enables the importers to pay less for the sterling or, 
gold drafts which are drawn upon them in connection with the 
imports. However, the importers cannot keep this gain to them¬ 
selves but have to pass on to the purchasers of those goods at least 
a considerable portion if not the whole of it, but by increasing the 
demand for imported good they may enhance their total profits. 
It cannot be denied that the masses consume a comparatively small 
portion of these imports and, therefore, this gain does not benefit 
them to any appreciable extent. No doubt persons with fixed 
salaries or incomes benefit by the higher exchange on account of the 
increase in the purchasing power of the money, which has already 
taken place to a large extent by that part of the fall in prices 
which IS the result of our existing ratio. Some of the indirect 
benefits of the higher exchange such as the reduced railway rates 
are enjoyed by all classes though perhaps less by the masses and 
more by the middle and upper classes. Similarly the wage earners 
in employment will also be benefitted provided their money wages 
are not reduced appreciably on account of the adverse effects of the 
higher exchange on Indian industries. The higher exchange on the 
other hand prevents the producer, particularly of such produce as 
have world markets from getting a larger number ot rupees for that 
portion of the pnxluce which he can spare. If a bag of the Punjab 
wheat fetches sh. 20/- in gold and if the expenses of export including 
a reasonable margin of profit for the exporter are io% or sh. 2/- per 
bag the wholesale rupee price of the wheat in Karachi will be 
about Rs. 12-2 or Rs. 13-8 per bag according to i8d. and i6d. 
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ratios respectively. Of course the ratio will hardly affect the 
small producers and agricultural labourers who may have prac¬ 
tically no surplus produce for sale. The answer to the question 
whether or not the burden of the agricultural debts is increased 
by the higher ratio depends upon ascertaining the fact whether 
these debts have been contracted during the last nine years or 
before. It will be readily admitted that most of these debts are 
of long duration, but if the figures given in the annual reports of 
the Land Revenue Administration of the Punjab referred to by 
the correspondent of the Times of India writing as XYZ in its 
issue of the 22nd December, 1926, and those given by Mr. M. L. 
Darling in his lecent book fairly represent the conditions in pro¬ 
vinces other than the Punjab, and is led to believe that as prett}' 
nearly whole of the mortgage debt amounting to Rs. 37 crores of 
the agriculturists in the Punjab is less than 10 years old the burden 
of the agriculturists’ debt is in no way increased by the i8d. ratio. 

However, it may be that a large majority of these mortgages 
replaced old mortgages and in that case no doubt the burden 
of the debt would be increased by the higher exchange. As the 
non-agriculturists’ debts are largely for comparatively short periods 
the higher exchange rate of the rupee cannot affect them. Similar¬ 
ly, although the proverbial poverty of Indian ryots cannot but 

attract our sympathies for them, it is difficult to accept the view 
that in spite of a fair rise in the rupee prices of agricultural produce, 
the higher ratio make them part with a large portion of their crops 
for the payment of the land revenue than what was determined 

rightly or wrongly as the share of the State. Some believers in i6d. 
rate are attributing the present trade depression to the i8d. ex¬ 
change. It is not only on account of higher exchange that the 

Indian exporter finds it difficult to sell Indian produce in foreign 
countries, but there are also other factolrs such as the unheard 
of bumper cotton crop in the United States of America, the reduced 
buying power of England due to the high bank rate and the coal 
strike and the currency troubles of other countries which have not 
yet succeeded in stabilising their currency units, which are res¬ 
ponsible for It. The higher ratio handicaps though perhaps tem¬ 
porarily, the indigenous industries as rupee pricCvS of imported goods 
arc lowered and thus our manufacturers have to face greater com- 



M. L. TANNAN 


413 


than in the case of lower exchange. It may be argued 
that on account of the higher exchange the cost of gCKxis prcxlucec 
in this country is reduced, as both the raw materials and the im 
ported stores cost less in rupees, but it must be admitted that it 
is very difficult to reduce the wages and salaries on the ground of 
the increase in the purchasing power of money. Events in England 
such as the coal strike amply illustrate the difficulties. It will, 
therefore, be clear that the indigenous manufacturers cannot have 
their cost of production reduced to the extent of full 12 ^% by which 
the prices of the competing goods are lowered. Moreover the 
higher ratio by reducing the rupee prices of Indian produce and 
considerably limiting the purchasing power of the agricultural 
masses, lessens the demand for the manufactured goods, and thus 
affects adversely the interests of the manufacturers. 

Though the effect on Government finance of the higher ratio 
^ cannot be regarded as a decisive factor in determining the rate its 
importance cannot be ignored as the lower ratio might necessitate 
either retrenchment in public expenditure or additional taxation. 
Another argument in favour of the higher ratio is that the price 
level has more or less got adjusted to it and the return to the lower 
ratio will entail certain hardships. 

Lastly, in deciding the ratio question it must also be considered 
which of the ratios would be easier to inainlain The lower ratio 
has behind it an experience of nearly i8 years as against the 2 years 
of the higher ratio of which the latter )>ortion cannot be regarded 
as absolutely favourable. 

Before leaving the question of ratio 1 should very much like 
to endorse the sound advice which a leading industrialist and my 
fellow citizen Sir Victor Sassoon—is reported to have given on 
the occasion of his meeting the Committee of the Indian Chamber 
of Commerce in this city to the effect that the supporters of 1/4 
ratio should avoid spoiling the case for that rate by exaggerating 
facts or making claims which cannot be justified. To this I may 
be permitted to add that in decrj’ing the high ratio, it is not 
desirable to advance arguments such as ‘Tf an appreciated ratio 
was an advantage for India, why was it not also an advantage for 
Great Britain ? Why did not the British Government even now 
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raise the pound sterling to 6 or 7 dollars which meant that fewer 
poimds would be required to pay the capital and the interest of tha 
debt due to the United States and would cheapen the price of 
imports to the British consumer.” I think it does not require 
any serious study of the subject of Foreign Exchanges to learn 
that as long as gold is freely available for export to England and as 
long as either the standard unit of English currency—the sovereign 
is not raised, or the gold contents in the American currency unit 
-Dollars- is not lowered, England cannot possibly raise the Dollars 
sterling rate beyond about 4*89—the gold export point from the 
U. S. A. to England, 

As regards the last of these four issues—the question of 
pa])er money—it may be observed that there appears to be prac¬ 
tically no difference of opinion as regards the desirability of re¬ 
placing the Government currency notes by bank notes largely 
because, bank paper money is far more elastic than Government 
paper money. It is, however, to be remembered that the recom¬ 
mendations of the Hilton Young Currency Commission for entrust¬ 
ing this work to the proposed Reserve Bank did not meet with 
the same general approval as the proposal to substitute Government 
notes by bank paper. There were several reasons for this sort of 
reception One of these was that as this proposal did not find 
favour with Sir Purshotamdas Thakurdas, the writer of the Minute 
Dissent, the large majority of the people who agreed with him 
on the other currency issues and disagreed with the majority 
report were inclined to support him in preference to the other 
members of the Commission even on this question. Another 
reason for the unfavourable recei^ion which this proposal met 
with was the apprehension which was created in the minds 
of the shareholders of the Imperial Bank of India by an appreci¬ 
able drop in the market price of its shares as a result of this 
recommendation. There was a general fear that Government by 
withdrawing its patronage from the Imperial Bank (if India and 
trusting the issue of note to the proposed Reserve Bank, might 
injure seriously the future of the Imperial Bank and the share¬ 
holders may have to remain satisfied with much lower dividends 
than they have been accustomed to receive in the past. Thirdly, 
it was felt by some that in India there was not sufficient scope for 
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two first class banks with large resources. 

Although one may not agree with the view that the present 
position of French exchange is due to the mismanagement of the 
Central Bank in France as a result of allowing the Bank to con¬ 
tinue the function of note issue with that of Commercial banking 
one cannot but admit that on the whole the advantages seem to 
overweight the disadvantages of the proposal. Not only looking 
at it from the point of view of the greater security of notes of the 
proposed bank but also from the point of view of the better control 
of the credit situation, one is inclined to favour the proposal of 
the Commission. Mr. C. A. Phillips in his Readings in Money and 
Banking says, “The issue of Bank notes and the receipt of in¬ 
terest bearing deposit arc absolutely incompatible services. 
According to Mr. Burdeau their union in a single hand would re¬ 
place the present organisation by an entirely new one, which in 
case of a crisis would offer much less vitality and power of resis¬ 
tance.” Moreover it cannot be denied that a very close co-operation 
between the Central Bank having the right of note issue and the 
other banks, is essential and unavoidable for the proper working of 
the scheme of bank paper money and there is a very little chance of 
the same forthcoming if the Imperial Bank (^f India happens to be 
the Central Bank unless it is prepared to curtail considerably its 
commercial banking business, particularly outside the presidency 
towns. If the banking habit of the people is to be developed the 
need for the expansion of branches and the provision of banking 
facilities in the different cities is essential and therefore, it is hardly 
desirable to cut short instead of increasing this side of the activities 
of the Imperial Bank of India. In view of the fact that on the one 
hand the difficulties in the way of entrusting the Imperial Bank of 
India with control of currency and credit have been very clearly 
stated and the advantages of the proposed scheme have been properly 
explained and on the other, the apprehension of the share*holders 
of the Imperial Bank of India have been removed by the promise 
of a fair treatment, I am glad to find that the public opinion has 
considerably changed on this question. The Bombay Chronicle 
in a leading article in its issue, dated the 27th November, 1926 wrote 
as follows :— 

“Having shown a very strong disagreement with Sir Basil 
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Blackett on the question of the ratio, we would like to say that 
part of his speech, which referred to the establishment of the 
Reserve Bank in India, was satisfactory. The opposition of the 
proposal was based on the implied bieach of faith with the share¬ 
holders of the Imperial Bank of India, an institution which had 
Jiitherto not only the monopoly of Government business but also 
the use of very considerable funds belonging to the public. We 
do not desire that any injustice should be clone, in the process 
of progressive financial re-organisation, to any section of the 
people, however small they may be, and w^e are, ihetefore, glad 
that negotiations are at present on foot, which will secure a 
settlement acceptable to both sides by which the Imperial Bank 
will continue to play an important part in the banking system ol 
India without the futile attempt to arrogate to itself functions 
which it cannot carry out, while retaining its extensive commercial 
business. Now that the main ground for resisting the establish¬ 
ment of the Reserve Rank has disappeared, we trust Sir Pursho- 
tamdas will fail in line with the demand for a central state Rank 
which has been made on behalf of the people for many years 
past.” 

While accepting this proposal of the Commission it is necessary to 
emphasise the following points :— 

1. The proposed Central Bank should be entrusted with all 
the funds of the Government of India and the Secretary of State 
for India except 

(a) those which may be kept with the Imperial Bank of 
India according to the new agreement between Govern¬ 
ment and the said bank. 

(b) In the case of London, those which according to any 
existing agreement with the Bank of England may be 
required to be kept with it and 

(c) those which may have to be kept in district or sub-treasur¬ 
ies at the centres having no branches of the Imperial 
Bank. 

2. The Reserve Bank should not be allowed to compete with 
other banks by being prohibited from receiving interest bearing 
deposits, discounting bills and making advances except for other 
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banks or bankers, these terms to be defined clearly. Moreover the 
bank should not do any e.Kchange business except with other banks 
or bankers. 

3. The Bank should be required to maintain the interchange- 
ability of the different forms of legal tender currency both such as 
are legal tender for unlimited amounts as well as those that are 
limited legal tender. 

4. The pro]H)sed j^ercenlage? of reserves to be kept by the 
other banks and bankers with the Reserve Bank appear to be rather 
high if we take into account the peculiar conditions in which banks 
in this country are placed. 

Before passing from tlic subject of Indian Currency to the Indian 
Banking Organization, I should like to urge the desirability of 
decimalizing our coinage as well as the system of weights and 
measures. The simplification of the calculations is no mean benefit 
which would be well worth the trouble and expense of introducing 
this reform The easiest method of putting our coinage on decimal 
system is by raising the pie to approximately double its value or the 
half pice coin by about 28 p. c. and thus making it a hunclreth part 
of a rupee. This will require the scrapping of the coins below 4 
annas which will then be equal to 25 new pies which may be called 
by anew name. The lack of attention to this reform is largely due 
to the fact that even in Great Britain in spite of the propaganda 
carried on by the Decimal Association the matter has hardly 
“emerged from the realms of the educational idealism.” In spite of 
this I trust that this question will receive in this country the eitten- 
tion it deserves and this reform will be carried out at an early date 

I shall now refer very briefly to the Indian Banking Organiza* 
tion, another subject selected for the deliberations of our Conference 
this year. First of all it may be stated that this subject has created 
much less heat than the subject on which I have been speaking to 
you so far. The following are the chief reasons which account for 
this :— 

(i) The study of Indian Banking problems has been far more 
neglected than that of the currency problems. This can 
be easily evidenced by the fact that there are a fewer 
bcx)ks dealing with Indian Banking histery and problems 
than those oh Indian Currency questions. 
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(2) The Banking history of the country has been less unfort¬ 
unate than the currency history. The latter has brought 
about such a lack of confidence of the masses in the 
currency policy that they have begun tv look at currency 
proposals v^dth suspicion. This has not been the case 
with the banking history. 

(3) Banking in this country is comparatively in its infancy, 
and therefore, as yet the banking problems of the country 
are not so complex as is the case in some of the advanced 
countries of the West. 

The great importance which is attached to credit organizations 
in modern times can be gauged by such common expressions as 
“ credit is the life blood of commerce and industry “ Credit is the 
heart and core of the industrial system and ‘‘ Modern Industrial 
society in the West is a credit society.” Economic life in the 
leading countries has become so much dependent upon properly 
organized credit system that one shudders to think of the conse¬ 
quences which would result by its breakdown. The following table 
will show how India lags far behind in the matter of banking 
development:— 
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Statement showing certain banking statistics of a few 
countries as on 31st December, ig24. 
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The absence of a properly organised banking system in this country 
stands a great deal in the way of the solution of a good many of 
its important problems. For instance, the solution of the currency 
problem is hindered a great deal by the want of banking habit. In 
countries like England, where banking has developed properly, the 
seasonal demand for additional currency is met very largely, by the 
expansion of cheque currency ; whereas in this country the indus¬ 
tries and commerce have to pay heavily in the form of high interest 
charges and lower prices, thanks to the inability of our currency 
system to meet the increased demand in the busy season owing to 
the want of a proper banking organization. The introduction of 
a gold standard cum gold currency is made difficult also because 
of the hoarding habit. It will, therefore, be easily realised that 
problems of our currency, banking and industrial finance are so 
interwoven that in considering the solution of any one or more of 
them, attention must be paid to their inter-relation. We are often 
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told “ Give up' your traditional habits of hoarding, stimulate 
investment, learn to bank regularly, organize your commercial bills 
and then a strong Central Hank can be created which will regulate 
the currency and provide stable credits for beginners " The ans¬ 
wer to these questions is given in the editorial columns of the 
Commerce of December 25th, 1926, in the following words ;— 

‘‘ This line of argument is pompous, futile and unconvincing 
and can hardly bear scrutiny. Protagonists of this* view 
are prone to forget that none of these weaknesses is 
wholly a cause or wholly an effect, but each is in itself 
a cause and an effect. If the habit of investment is 
necessary for the institution of a Gold Standard it does 
not follow that it is exclusively a condition precedent to 
it. It is too much to expect the masses to give up 
hoarding so long as the currency sy.stem is not simple 
and sound enough to inspire confidence. And so long 
as the habit of hoarding continues and isolated hoards 
linger in private safes, the regulation of the volume of 
money will be a matter of the highest difficulty.’' 

I shall now consider as briefly as possible some of the directions 
in which our banking system needs immediate attention, if we wish 
to make it play its proper part in all the departments of our national 
life. 


First of all, it is necessary to provide this country with a real 
central banking institution which should perform such functions as 
are entrusted to the central banks in western countries like England 
and Germany. There is no doubt that some feeble attempt has 
been made by the Imperial Bank of India in recent years to look at 
certain banking matters from the point of view of a central banking 
institution, but one can easily see that it has neither the resources 
sufficient to give it control over the various constituent of the Indian 
Money Market nor the broad and national (Outlook which is essential 
for the successful performance of these functions It has not the 
power of note issue which in other countries is vested in the central 
banks. This divorce between the paper currency and banking 
organization of the country, has made our system inelastic and, 
therefore, the influence of the Imperial Bank of India over other 
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banks is hardly adequate. As the bank is more or less debarred 
from doing foreign exchange business, the exchange banks look to 
their head offices abroad for financial assistance during the busy 
season and the Imperial Bank has practically no control over them. 
On the other hand the interests of the shareholders have dominated 
the policy of the Imperial Bank in the past and thus the national 
interest have failed to receive the same amount of attention they 
deserve. I have already expressed my views in favour of a separate 
reserve bank functioning as the Central Banking institution, but 
whether the proposal of the Ililton Young Currency Commission is 
accepted or the view of Sir Furshotamdas Thakurdas in favour of 
developing the Imperial Bank of India into a full-fledged Reserve 
Bank is adopted, it is essential that the country should soon be 
provided with a real central banking institution which should on the 
one hand have control of currency and credit and on the other should 
watch the general financial interest of the country. 

When we find that in India for one million of population there 
are only two banking offices as against 285 in the United Kingdom 
and the deposits per head of population amount to sh. 6 or about 
Rs. 4 as against j£6o or about Rs 800 in England, it will be easily 
realised that there is a vast virgin field for the development and 
expansion of banking in this country. There are several reasons for 
the slow development of banks in this country. Firstly, the fact that 
our currency has not yet been placed on a sound footing is responsi¬ 
ble for this because a sound currency system is the necessary found¬ 
ation for a good banking structure. Secondly, the illiteracy of the 
masses resulting in the lack of confidence in banks has also contributed 
its share to our backwardness in banking Thirdly, the absence of 
arrangements for the training—theoretical as well as piactical—of the 
sons of the soil for banking business has made it more difficult for banks 
to open branches at comparatively small centres. In this connection, 
I should like to refer to what a prominent banker in this city told 
me abuot ten years ago. In answer to my question why his bank 
had not opened branches in certain cities he said that branches with 
European managers at those centres would not pay and that he could 
not get trained Indians suitable for the purpose. 

In view of the fact that it is now realised how essential it is 
to extend banking facilities and that some of the obsfcicles which 
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formerly stood in the way of the development of our credit organiza¬ 
tion have already disappeared or are disappearing, it will be clear that 
more banking offices should be opened particularly in centres which 
are not at present provided with banking facilities of the modern 
type. Small towns which may not be able to give sufficient business 
so as to justify the opening of permanent branches may at first be 
served with Travelling Ranks which should visit them once or twice 
a week. 

Another important matter on which the future of Indian Banking 
depends a great deal is the necessity ot encouraging banking habit in 
the country. Referring to the hoarding habit in this country a writer 
observes that the precious metals are taken out of the earth by one 
coloured race, and put back into it by another coloured race. Another 
writer designates India “ a sink of precious metals.’’ Whether or 
not one may agree with either of the above de.scriptions one is bound 
to admit that we in this country have not yet realised the advantages 
of keeping our savings in banks where they can fructify to the 
advantage of not only their owners but also to that of the industrial, 
commercial and other economic interests of the country. In order 
to encourage the banking habit not only the spread of education in 
general is essential but it is also necessary to impress upon the 
minds of the agriculturists and mofnssil traders that a bank besides 
affording the best store of value relieves them of the risk and trouble 
ot keeping large amounts of money in their houses and shops. On 
this question I entirely agree wiih Prof. Rau of your Universit}^ 
who says :— 

Just as the principle of thrift is inculcated to schoolchildren 
so as to make them thrifty, vSo also should the principles of a banking 
account and the way of opening an account and subsequent dealings 
with the bank might with advantage be taught on the impressionable 
minds of school children so that they might profit themselves in 
their mature age. Again it should be a systematic policy on the 
part of the educational authorities to teach the elementary principles 
of business, financial and economic subjects in the secondary schools 
and much time should be devoted to the familiarising of these youths 
with the methods of banking and the acquainting of them with the 
advantages of a banking account. As Mr. Vidyasagar Pandya • 
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suggests “ small penny banks may be attached to certain schools as 
in England ” to encotirage practical thrift.” 

The use of cheques in England has become so general that out 
of ever)^ million pounds paid into a London bank in 1922 onIy» 
j!^ 8,900 were made up of notes and coins, and the whole of the 
remaining amount was in cheques. ' The annual clearings of the 
principal bankers* Clearing Houses in England amount to over 
£> m. 40,000 as against only about Rs. 2,000 crores in this country. 
The lack of popularity of cheque currency in India is due to the 
illiteracy of the vast majority of the people, lack of confidence, the 
small number of the banking offices, the stamp duty payable on 
cheques, the refusal of the most banks to have cheques drawn and 
signed in any language other than the English and the ignorance of 
the advantages of the use of the cheque currency. It may also be 
stated that the arrangements for the holders of cheques drawn on 
certain banks to wait for at least half an hour or more as against 
generally a couple of minutes required in England, before the 
cheques presented can be paid, cannot but retard the popularisation of 
cheque currency. I am glad to observe some of these obstacles in 
the way of the popularity of the cheque are gradually disappearing 
and others are like to disappear in the near future. 

There are two other directions in which special efforts will have 
to be made if we wish to reach our goal. One of them is the need 
for an adeo.uate provision for the clearing of cheques drawn upon 
banking olnces in the inofussiL I think that in this matter the 
Imperial Bank of India can help a great deal by instituting clearing 
houses in large cities for the clearing of such cheques either free of 
charge or at a nominal cost. The other direction in which special 
efforts are needed is propaganda for an extensive spread of the 
banking habit. 

Another important banking need of India is the provision of 
special facilities for long term finance. We want banks with large 
capital and long term deposits for the financing of onr industries, 
^agricultural improvements, and the meeting of the needs of these 
who can offer only immovable property as security. 

The ordinary commercial bank cannot provide finance for these 
as its funds are repayable either on demand or at a short notice. It 

38 



424 


PRKSIPKNTIAL APDKKSS 


is therefore, necessary that s^pecial banks should be started for 
meeting these needs and they should gather together funds either 
by means of deposits for long terms or by the sale of debentures or 
bonds which should be added to the list of Trustee securities. 
Although some industrial banks have failed in the past that is no 
reason for thinking that either India does not require them or they 
cannot be worked successfully, just as the failures of some commer¬ 
cial banks in the past have not been considered as an argument 
against the starting of new ones. On the other hand the bank 
failures in the past teach us certain lessons, which help the success of 
new ones by enabling them to avoid the dangers that led to the 
failure of those banks. 

As I have already observed before, if banking in India is to 
develop in accordance with the special needs of the country, it will be 
readily admitted that proper arrangements must be made for the 
training of Indian youths for the purpose. I agree entirely with 
Mr. Findlay Shirras, who in his well known book “Indian Finance 
and Banking” says, “Just as trained teachers are of the first impor¬ 
tance to Indian Education at the present time, so are trained officers 
in sufficient numbers to Indian banking.” For practical training, the 
new Reserve Bank and the Imperial Bank of India should be required 
to do as much as it may be in their powers. No one expects that 
these banks will be in a position to employ a very large number of 
the young men who may like to adopt the bank profession; but what 
we do hope is that at least a certain number of young men preferably 
those who have received some theoretical training should be given 
the opportunity to familiarise themselves at least with the bank 
routine if they can produce credentials of respectability and are 
prepared to work without remuneration. For their theoretical train¬ 
ing special banking classes should be held in large cities. In this 
connection I am very glad to mention that the proposal I rnade about 
nine years ago for the starting of the Indian Institute of Bankers, 
thanks to the personal interest taken by the Hon’ble the Finance 
Member and Sir Norcot Warren, has already been accepted and the 
Institute is expected to come into existence in the near future. This 
institution would not only provide theoretical training and hold 
examinations in banking and allied subjects, but would also like similar 
institutions in Europe and America, look after the general banking 
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interests of the country. In this connection I may mention the fact 
that whereas in England, on account of the well known case of Capital 
and Counties Bank v. Gordon the Bill of Exchange Amendment 
(Crossed cheques) Act, 1906, was passed, so as to restore the protec¬ 
tion given to the collecting banker in England, the law in India was 
not amended as late as in 1922, when at my suggestion. Government 
consulted the various commercial bodies and amended Section 131 
of the Negotiable Instruments Act, 1881, for the benefit of the 
bankers. 

As I am afraid that I must have already exhausted your patience, 

I shall content myself by suggesting the need of banking legislation 
more or less on the lines of the National Banking Acts and the'urgent 
necessity for popularising the use of bills of exchange and the 
encouragement of the investment habit by starting new Stock 
Exchanges. 
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(FOR PAPERS READ SEE PROGRAMME) 

3rd January, 1927—Afternoon Session. 
Subject-CVRRENCY. 

Findlay Shirr as :— 

Advocating the Gold Bullion Standard Mr. Shirras pointed out that 
statistics relating to the production o( gold strongly .supported the adoption 
of this standard. Gold to-day plays a small part as a means of payment. 
Payments sooner or later cancel themselves out The parity of currency 
with gold is maintained by the regulation of the discount policy. Great 
Britain with £ 132 million of gold in the reserve of the Bank of England 
hesitates to put gold in circulation. India can hardly afford to do so with 
considerable less reserves. There is a possibility of a serious decrease in 
gold production. The production of gold since 1850 amounted to ;^4,000 
million of which half was obtained during 1900—1925. The Transvaal 
mines are faced with a prospective decline in their output of gold. Prof. 
Cassel in one of his recent papers points out that during 1850—1920 the 
aggregate amount of gold increased on an average by 2*8 per cent, in a year 
and thus kept pace with the world’s economic development. In the year 
preceding the war the annual output was more than 3 per cent, of the 
total quantity of gold while during the war it fell to I 92 per cent, and in 
1924-25 it rose only 2*25 per cent. He thinks that the demand for gold 
should be restricted. The demand for gold for non-monetary purposes 
surpassed all records. £ 40 million out of £ 80 million do not remain as 
a part of the monetary stock of the world. In all countries there is an 
entire absence of gold currency but gold is a very important standard. The 
Commission have lift a-jar for the introduction of gold currency. 

Mr. /. C. Coyajee :— 

Prof. Coyajee in the course of his speech observed that the criterion 
with which the report should be judged is this: How many ol the old 
controversies would be set at rest where the recommendations of the commis¬ 
sion accepted. Complaints regarding the overlapping of currency opera¬ 
tions and Home charge operations, the mixing up of currency reserve and 
balances, the inflow of gold and the fear that large sums were constantly 
transferred from India to London—all these would disappear. The report 
represents a high water mark in the history of economic liberalism in the 
country. It is a step forward in the economic autonomy of India. The 
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I8$ae business and the remittance operations arc to be handed over to the 
Reserve Bank. No government has dispossessed itself of so much business 
and handed it over to a non-official institution free from political pressure. 
It has been alleged that the Is. 6d. ratio has been reached by a manipula¬ 
tion of the currency. There has been a great deflation in currency. But 
if the deflation has been great the effect on price must also have been 
great. The critics say that prices in India have not fallen to the same 
. extent as in other countries but even according to them 74 per cent, of the 
adjustment have taken place. That Indian prices are slow to adjust them¬ 
selves is due to the fact that India's foreign trade forms a small part of the 
total transactions. The critics say that the purchasing power of the agri¬ 
culturists has fallen, this shows that the price adjustment is complete. Again 
they argue that land revenue will be paid in appreciated rupee. This 
again proves the same thing. The assertion that the burden of rural in¬ 
debtedness has increased is contradicted by the reports of the Co-operative 
Societies. 

B. F. Madon: 

Mr. Madon observed price adjustment euphemistically called means a 
continuous struggle, until wages have been beaten down to fit in with the 
new price level. The real points at issue are that by maintaining a 
higher ratio there will undoubtedly be a profit on Home remittance There 
will be an equal amount of profit in the case oi individual remittance. 
From whose pockets all these profits come ? They do not certainly come 
from heaven. These profits come from the pockets of the agriculturists. 
Tbe burden of rural debt will be very heavy. Mr. Darling has calculated 
that the amount of rural indebtedness is 800 crores. Will Prof. Coyajee 
tell us—What proportion of the long term debt has been incurred in grain ? 
He characterised Mr. Coyajec's statement—that if a cultivator is entitled to 
justice so is a creditor—as amazing, because it upsets the basis of all contracts. 

Will Prof. Coyajee explain why other governments have not raised the 
value of their currency. The holders of government loans during 1918—20 
are much better off. How does he propose to do justice to these creditors? 
They should have their loans scaled down by 25%. The fact is that 
prices do not all adjust themselves simultaneously. Prices of commodities 
entering into international trade readily adjust themselves, but cost of living 
does not adjust itself readily, wages are stickier still. No reduction in wages 
has taken place in Calcutta to the extent of 12o per cent. If the price 
adjustment has been complete, let the Government of India cut down the 
salar> of every Government servant by 12^ per cent. 
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Mr, BenoyK. Sarkor: 

Mr. Sarkar observed that agriculture has not ceased to be a profitable 
investment inspite of is. 6d. ratio. Exports have not diminished either in 
volume or in value. 

Mr. Thompson observed: 

I agree with much that has been said on both sides. The matter of 
supreme importance is that we should have a stable rate of exchange, 
whatever that rate may be. To show how nearly the arguments are 
balanced I will read Sir Basil Blackett's seven questions representing one 
side and answers to them on the other side. 

1. Docs India propose to start on a further era of fluctuating ex> 
changes? No. No one who advocates returning to Is. 4d. has suggested any 
such thing If the change were made alter six months' notice, business 
men would have adjusted all their dealings in advance. No further 
fluctuations need occur, beyond the fluctuations of about I per cent, 
each way between the gold points, which are occurring at present and will 
always occur. The change may be made gradually according to a fixed 
programme, previously announced, if thought best. 

2. Does India wish to embark on a career of rising prices ? Did India 
wish to embark on career of falling prices in August 1924 ? If it is an evil 
to raise prices, at a time of falling gold prices, was it not a worse evil 
to force prices to fall faster when they were already falling ? 

3. Does India want to reduce the ruling wages of industrial labourers, 
railway servants, Post Office employees, every person in fact receiving fixed 
wages by I2A per cent.? Did India in August 1924 wish to increase the 
wages of all professors, and all officials, and the rents of all tenants, and 
the land revenue by 12^ per cent.? The petty wages spoken of in the 
first question are far less fixed than the large payments named in the second 
questions. Wages would soon adjust themselves to prices. 

4. Does India want to upset the budget balance of the central and the 
various Local Governments and thus compel them to impose extra taxation 
on the people ? The budget balance would not be upset. The customs 
duties and the income-tax would bring in more rupees, so that the increased 
home charges could be easily met. The Land Revenue would remain 
the same in Rupees, and the burden of its payment would be less. 

5. Should Indian railways raise these rales and fares, at a moment 
when they have launched on a policy of cutting rates and fares? If 
gold prices fall, a? most authorities prophecy, this will not be necessary, bu 
if it is necessary to pay higher wages it should be done. 
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6. Is it desirable that the eventual remission of the provincial contribu' 
tions should be delayed } It will not be delayed, but rather hastened. 

7. Should the reforming of the Indian currency system be jeopardized 
by an attempt to stabilise exchange at a new level? The level of the 
exchanges should be considered entirely apart from the Indian currency 
system. In so far as the Indian currency system could be jeopardized by 
changing the level of exchange, this was done when the rate was not 
kept at Is. 4d. in 1924. Much damage has been done by making the 
people believe that trade or budgets can be permanently benefitted by 
manipulating the rate of exchange. 

In the long run the rate of exchange is a matter of indifference. After 
30 years it will make almost no difference which rate we have had, 
provided we have kept one fixed rate. Stability is essential for economic 
progress. 

The question of the standard is far more important. Almost every one 
seems to have forgotten that before the war gold was in free circulation 
in India. If one sent to the bank to cash a cheque, one quarter to the 
amount was sent in gold sovereigns, it is estimated that one quarter of the 
circulation was in gold. That is about £ 60,000,000 was in actual circula¬ 
tion as money in India During the five years before the war about 
£ 100,000,000 in gold was imported into India, or about £ 20,000,000 
each year of which about ten million was bullion and ten million sovereigns. 
Again during the five years after the war 1919—24, India has imported 
about £ 100,000,000 even though gold has not been in circulation. We 
see that India will have its gold in any case, whether it is in circulation or 
not. During the last five years it could not be in circulation, because if 
anyone look a gold sovereign to the Government, he would only be 
credited with ten rupees, whereas gold was worth more than that. The 
gold is actually in India for a gold currency. It will not be necessary to 
import it from other countries. We have been told that India absorb.^ 
12i per cent, of the world’s production. Well, India has one fifths of the 
world’s population. If India’s wealth were only one-half of the average 
wealth of the world, she would require ten per cent, of the world pro¬ 
duction to bring about on equilibrium of prices. I have been forced to the 
conclusion that it is only when Jndia is sure that she can gel gold at any 
lime, that she will stop hoarding. It is only where she has a gold currency 
that she will put her gold in banks, and let it circulate freely. It is forgotten 
that sometimes gold came out of India also. India will have her gold in 
any case, but it will come in more slowly, through many middlemen. It 
will also go out more slowly- This immobility will make any future 
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financial crisis more severe. It is impossible lo have a creditveconomy 
until we have established a sound money economy, 

Mr. J. Chaudhury: 

He contradicted the statement of Mr. Madon. The benefit of the 
Is, 4d. ratio would be appropriated by the middlemen. His proposition was 
that one should not be carried away by sympathy with the agriculturists. 

Mr. Doraiswami Ayenger: 

He pointed out that the criteria of a sound monetary system w'erc three 
in number : (I; The relation of local currency to definite quantity of gold, 
(2) Internal stability. (3) Economy. Those who discuss gold bullion standard 
vs. gold currency standard do not appreciate the difficulty of the economy 
factor. No country in the world at present worries itself with gold currency. 
In India, however, it is different. This is due to the fact that our previous 
currency organisation was defective. The Gold Exchange Standard was there 
but the actual currency was the rupee which was not legally related to a 
definite amount of gold but to sterling. Provided we link our currency to 
gold and develop banking facilities the currency question will go to the 
back ground. In India the currency question is also a banking question. 

Mr. Cyan Cband : 

Mr. Shirras apprehends a shortage of gold and emphasises the need for 
its economy. The introduction of gold bullion standard will not result in 
any appreciable economy in gold, since India’s demand (or gold for non- 
currency purposes cannot be affected by it. The gold bullion standard is 
only another form of gold exchange standard. We are told India is loo 
poor to use gold for active circulation ; then why not give India what she 
asks lor, she will not use it ? 

Sir Alexander Murray: 

There is an ensential difference beween ihe GoM bullion standard and 
the Gold Exchange standard. For under the bullion standard one can insist 
on having gold for any purpose internal or external. Prof. Keynes is of 
opinion that G. B. S. is a distinct advance on other standards. The ratio 
of Is. 6d, has been in existence for a pretty long lime no matter how it 
was brought about. It has been suggested that the ratio of Is. 6d. is 
against India’s national interests but that benefits the merchants To this 
it may be replied that if Is. 6d. is bad for the country then the merchants 
cannot make any profits. 

Mr. Bharucha : 

Referring to the apprehension of Mr. Shirras that gold resources will 
run out he pointed out that it was immaterial lo India. India is an exporting 
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country. If the Indian products are wanted abroad let the world must pay 
in gold. 

Mr. Gurmukh Singh: 

In his opinion Gold bullion standard will not give India an absolute 
standard. The limit of 400 oz. is prohibitive. Suspicion will be created 
in the minds of the people in regard to the sincerity of the Government. 

Mr. Tannan: 

Referring to the remark of Mr. Gurmukh Singh that G. B. Standard is 
no better than G. E. Standard he pointed out that section 59 of the report 
suggests the imposition of a statutory obligation to give gold. Referring to 
Prof. Coyajee's remarks regarding the condition of the agriculturists as 
disclosed in the Co-operative Credit Societies reports he remarked that 
they did not afford a true indication of the prosperity or otherwise of the 
ryots. 


4th January—Morning Session, 

Subject: —TAXATION. 

Mr. Amulydhone Addya: 

He suggested the imposition of indirect taxes instead of direct. The 
present taxes were heavy, the cultivators were overburdened with lax. 
He further suggested an export duly on cotton and seed and an additional 
export duty on jute. A gentleman from amongst the audience remarked— 
“ Why not an export duty on rice ? ” In reply the speaker agreed that 
the export duty on rice should be materially increased. 

Mr, Findlay Shirr as : 

As an administrative document the report of the Taxation Enquiry 
Committee is useful but as a scientific document on Taxation it is dis¬ 
appointing. The report achieved the principles such as the taxable 
capacity of the people and it was poor in regard to the relation between 
the Central, Provincial and local taxation. He admitted the importance 
of taxing agricultural income above a certain minimum. The absence of 
taxation of agricultural incomes handicapped the raising of funds for educa¬ 
tion and sanitation. 

Dr. R» K. Mookerjee: 

There are three glaring injustices in the land system of the country. 

(I) The zemindars are taxed lightly. 

39 
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(2) There has been a multiplication of the rent receivers with the 
simultaneous growth of land values. The rent receivers derive subsistence 
from land but they do not perform their due social and economic functions. 
Their income escapes taxation. 

(3) Taxation of uneconomic holdings. The Taxation Elnquiry Com¬ 
mittee have not considered the distribution of income as they are afraid 
of touching vested interests. The size of economic holding must be found 
out. The speaker objected to taxing on the selling value of land. It is 
suitable in new countries and provinces where land transfers are frequent. 
In old and settled countries it is not suitable. A tax on partition or sub-in- 
feudation would be suitable in Bengal. 

Mr. A. K. Sarkar: 

He agreed with the view that agricultural income should be brought 
under taxation. 

Mr. Ayenger : 

The rccommiiidation of the Taxation Enquiry Committee as regards 
assessment of land is a sound one. The present land revenue is not equit¬ 
able on different kinds of lands. The annual value scheme is much better 
than the market value scheme or taxing profits scheme. 

Mr. Cyan Chand: 

He advocated the exemption of small cultivators from taxation. The 
argument that such exemption would put a premium on fractionisation is 
irrelevant. Referring to the argument that the bulk of receipts from land 
revenue would disappear the speaker pointed out that this was an ideal 
to be kept in view. 

Mr. Dorahwamy Ayenger: 

He pointed out that the tax system of no country was scientific. 
Administrators cannot write on a clean slate. He was in favour of relieving 
the .'^rnall cultivators provided they raised their standard of life. All 
proposals for the amelioration of their condition will be swallowed up by 
further fractionisation. 

Mr. B. K, Sarkar: 

He advocated more taxes with the advance of democracy. Each 
source of wealth must be tapped. 

Mr. M. L. Tannan (President) . 

The report of the Taxation Enquiry Committee is not satisfactory, from 
a scientific point of view. Indirect taxes are more cosily than direct 
taxes. Tax pavers should be made to realise that they pay taxes. Refer- 
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ring to Octroi duty he pointed out that it ought to be abolished as 
evasions were very great. 

Taxation of Land Values, 

Mr. Thompson added the following remarks to his paper on “ Land 
Value Taxation ” in India. 

Since coming to Calcutta 1 have learned that in Calcutta there is a 
consolidated rate (including water) which may rise to 23% of the annual 
rental value. In cases where the land is used by the owner, so that no 
rent is taken, the capital value is calculated and live per cent, of the capital 
value is assessed as the annual rental value. Thus we find that the 
capital value is actually being used to find the annual value, and the 
argument of the Taxation Enquiry Committee that to get the capital value 
means additional labour hardly holds good. We also find that where the 
actual rental is known a deduction ot only ten per cent, is allowed for 
repairs and other services rendered by the landlord. In western cities the 
net rent is sometimes only fifty per cent, or less of the gross rent where the 
landlord furnishes, heat, light, telephone, or other services. The Calcutta 
plan would make it impossible for the landlord to furnish these services, or 
even good repairs above ten per cent. It will always be difficult to find 
the net rent. The plan of taxing on capital values gets over this difficulty, 
for the capital value depends upon net rent, and allows the landlord to 
furnish what services he desires. 

The formula for estimating the proportion of annual rental value taken 
by a tax assessed on capital value is the proportion of the tax rale to the 
prevailing rate of interest plus the tax rate. 


Afternoon Session. 

Subject ;—BANKING. 

Mr. Antia: 

He*did not agree with Mr. Thakore's views regarding the Imperial 
Bank. The Imperial Bank was not a private institution solely concerned 
with making profits for its share-holders but was a public institution 
charged with the beneficial duty of spreading the banking habit in this 
country. The Imperial Bank should not have the power of note-issue. It 
should function as the leading Commercial Bank of the country and spread 
banking facilities among the people. 
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Mr, Findlay Shirras: 

The proposed Reserve Bank would bring to the Indian Banking System 
unity o( control of currency and credit. Even on the present restricted 
scale of banking here the absence of unified control over credit made the 
maintenance of monetary stability most difficult. To make Joint Stock 
Banking really secure a central banking system should be brought into being. 

Mr, C. S. Rangaswami : 

Referring to the proposed Reserve Bank, he pointed out that its 
constitution was very unsatisfactory. The institution is to be aided by the 
state, but capital to be offered to the share-holders of the Imperial Bank. 
He condemned this proposal. He was of opinion that there would be 
no necessity for capital for capital would rather be an embarrassment. 
Referring to the fact that the Bill market has not yet developed in India, he 
considered the time for the creation of a Reserve Bank inopportune. The 
constitution does not provide for an effective control by the share-holders. 
There will be manipulation and financial clique. 

Mr, Thakore: 

In reply pointed out that the Imperial Bank paid a dividend of 16 p. c. 
as it enjoyed on an average 30—40 crores of free Government money. 
There would undoubtedly be a drop in deposits if the Reserve Bank was 
credited. The Imperial Bank of India should be the first Indian Exchange 
Bank. In regard to the management of the Reserve Bank, there should 
be as little Government interference as possible. There should be no free 
hand in the distribution of profits. Capital should be held for Indians, or 
at least i for Indians. 

Mr. Tannan: 

Said that the Imperial Bank if possible should be the first Indian Ex¬ 
change Bank. In case it was not feasible he suggested that a Bank should 
be started by the Indian banking concerns on the lines of Lloyd's Foreign 
Blink and other similar institutions to serve as an Indian Exchange Bank. 


5/// Januaryy i()2y — Morning Sessimi, 

Subject :-^LABOVR PROBLEMS AND RAILWAY FINANCE. 
Mr, K. C. Ray Chaudhary : 

In the course of the discussion Mr. Ray Chaudhary said public opinion 
in India about the housing of labour was very vague and are uninstructive. 
He had personal knowledge of the housing conditions in the jute mill area, 
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where a third of 4,00,000 workers were provided with dwellings by the 
mill authorities. The rest had to live in most dingly and unhealthy bustees 
and (or this state o( things the capitalists were not to blame. There was 
almost an insuperable difficulty in the acquisition of suitable land and (or this 
he advocated definite power being granted to the mill municipalities (or the 
compulsory acquisition of land and build sanitary dwellings and to let them 
to workers at less than economic rents. 

Mr. Findlay Shirras :— 

The first thing that struck him was that the problem of distribution would 
be more important in this country during the next two decades than the 
problems of production. Referring to infantile death rate he suggested caution 
in dealing with the figures because the population in one centre was not 
typical of the population in another. As regards the question of housing 
a great deal was being done by some of the mills of India. The Chawls 
built by the Bombay Government did not attract the workers as the rent 
was comparatively high and also because of reslrictious. 

The President :-PRESlDENTlAL REMARKS. 

In concluding the proceedings he said that they all deplored the conditions 
under which their mill hands lived. The remedy in his opinion lay 
in raising the standard of living which again would only be effected by 
increased production and proper distribution. Referring to the work of 
the Conference, the President said that on the whole their discussions 
had been of a scientific nature and they had been successful in maintain¬ 
ing their tradition of avoiding partisan views. If the Association was to do 
more useful work, it was necessary that businessmen, industrialists, merchants 
and others' should co-operate with it in a greater degree by becoming 
members and supplying it with (acts. He also suggested that Economic 
Associations should be established in each province which should be linked 
up with the Central Association. 

The President thanked the members of the Reception Committee spe¬ 
cially Sir Rajendra Nath Mookerjee, and Professor Pramatha Nath 
Banerjec (or the hospitality they had extended to the delegates. Mr. 
Thompson proposed a vote of thanks to the Chair Mr. Shirras thanked the 
Members of the Reception Committee and also Sir Alexander Murray and 
Mr. W. C. Woodsworth who have taken great interest in the proceedings. 

Mr. Antia seconded the motion which was unanimously carried. 
Dr* P. N. Banncrjee thanked the delegates for helping to make the 
Conference a success. 
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MINUTES OF THE ANNUAL GENERAL MEETING 

The Annual General Meeting of the Indian Economic Association 
was held in the Senate Hall of the University of Calcutta on Wednes¬ 
day, the 5th January, 1927 at 10 A. M. Principal Tannan was in the 
chair and about 30 members were present. 

Professor M. J. Antia acted for the Honorary Secretary and the 
Honorary Treasurer at the Conference. 

The Minutes of the last meeting were read and confirmed. 

The Report of the Honorary Secretary was then read and 
adopted after the deletion of the following words: 

“ The Association was to pay Rs. 9 per member provided it 
added 100 new subscribers to the Journal. During the year under 
report, the Association was in a position to fulfil this clause of the 
agreement.” 

The Report of the Honorary Treasurer together with the 
statement of accounts was passed, with the proviso that one rupee 
more per member should be paid to the Department of Economics 
and Commerce, Allahabad, for the Journal for the year ending 
30th September 1926. 

Congratulations were accorded to Mr. Calvert and Dr. L. K. 
Hyder on their appointment to the Royal Commission on Agricul¬ 
ture and to Principal Subba Rao on his appointment to the Cotton 
Textile Tariff Board. 

It was resolved to accept the invitation of the Lucknow 
University for the next session of the Conference and to appoint 
Dr. Radhakamal Mukerji as Honorary Local Secretary; also that the 
Conference should be held during the Christmas week or immediately 
after the ist of January, at the convenience of the Local Committee. 

It was resolved that not more than three subjects should be put 
up for discussion at the Conference and that the Executive 
Committee should select not more than three subjects from the 
following 
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Rural Eccmomics. 

Inland Transport. 

Social Economics. 

Central and Provincial Finance. 

International Trade. 

Movement of Population inside India. 

Resolved that the subjects be announced by Executive Committee 
by 31st March, and that the last date for the receipt of Papers by 
the Honorary Secretary be the 31st October ; that Papers sent 
in later be printed by the writers at their own cost and 100 copies 
be supplied to the Honorary Local Secretary so as to reach him 
before 23rd December at the latest. 

Resolved that the writers of all Papers be required to send 
along with their Papers a short summary of their views and 
arguments. 

Resolved that the Editorial Board of the Journal should decide 
which of the Papers read at the Calcutta Conference should be printed 
in the Journal ; that the Executive Committee be empowered to 
continue the existing agreement with the Department of Economics 
and Commerce of the Allahabad University, with the following 
modifications:— 

(fl) the subscription per member should be Rs. 9 provided the 
number of members does not fall below 125. Should 
the number fall below 125, the Association was to pay 
Rs. 10 per member. 

(/;) the agreement should come into effect as from 30th 
September, 1926 and continue in force till 3oth 
September, 1930. 

The following office-bearers were elected for 1926-27 :— 

President .. ., .. Mr. M. L. Darling. 

Honorary Secretrary and Treasurer .. Prof. R. M. Joshi. 

Honorary Auditor .. .. Prof. S. S. Engineer. 

It was considered that there was no necessity to have separate 
officers for the offices of the Honorary Secretary and Honorary 
Treasurer and in accordance with rule 4 (b) of the Constitution, 
Prof. R. M. Joshi was unanimously elected Honorary Secretary and 
Treasurer. 
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It was decided that the Editorial Board should continue to 
consist of five persons including the Managing Editor, and for the 
three persons to be elected by the Association the following four 
gentlemen were duly proposed and seconded ; — 

Professor Myles. 

„ Kale. 

Dr. Banerji. 

and Dr. Radhakamal Mukerji. 

On votes being taken by ballot, it was found that Professor Kale 
received i6 votes, Professor Myles i $ votes, and Dr. Banerji and 
Dr. Mukerji 13 votes each. The President gave his casting vote 
in favour of Dr. Banerji. Professor Kale, Professor Myles and Dr. 
Banerji were then declared duly elected as members of the 
Editorial Board. 

The following were unanimously elected as members of the 
Executive Committee:— 

Principal M. L. Tannan. 

Professor W. H. Myles. 

Principal G. Findlay Shirras. 

Professor J. C. Co}^jee. 

Dr. P. Banerji. 

Professor H. R. Batheja. 

„ A. C. Sen-Giipta. 

„ S. V. Aiyar. 

„ T. K. Doraiswamy Aiyar. 

„ Gyan Chand. 

„ H. L. Kaji. 

„ Gurumiikh Singh. 

It was resolved to place on record the services rendered to the 
Association by Professor II. L. Kaji as Honorary Treasurer. 

A hearty vote of thanks was accorded to the Chairman and mem¬ 
bers of the reception Committee of the Calcutta Conference for their 
hospitality and to Dr. Pramath Nath Banerji for working with 
great zeal and assiduity as Honorary Local Secretary. 

R. M. JOSHI, M. L. TANNAN, 

Hon. Secretary. President, 
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The Honorary Secretary’s Report for the year ending, 30th 
September, 1926. 

During the year under report, two more members of the 
Association were selected by Government for important public work.. 
Principal N. Subba Rao of Mysore was appointed a member of the 
Tariff (Textile) Board by the Government of India, and Dr. A. J. 
Saunders of Madura was appointed a member and Secretary of the 
Committee on Middle Class Unemployment by the Government of 
Madras. Another of our members. Professor S. K. Iyengar of 
Hyderabad-Deccan, was specially invited by the Government of 
Mysore to investigate and report upon the economic condition of 
the backward tract of Malnad. 

The provisional agreement with the Department of Economics 
of the Allahabad University regarding the Indian Journal of 
Economirs ended on 30th September, 1926. The agreement has 
now been in force for two years. The Association had agreed to 
pay the Department Rs. 10 per year per member so that the latter 
might get a copy of the Journal by virtue of his membership. If 
now the accounts of the Journal for the last two years are examined, 
It will be seen how the financial burden is shared between the 
Association, the Department and the University, and that will en¬ 
able members to arrive at a final settlement of the terms of agree¬ 
ment with the Department. 

Last year and this year members got nearly six months during 
which to write Papers for the Conference if they desired to. Yet 
<he number of Papers received on due date was one each year, vis.^ 
by Dr. Saunders of Madura. This year, however, eight other Papers 
were received before it was too late to send them to Allahabad to 
be printed. It appears that if subjects are announced before the 
end of June and riiembers are given three months’ time to prepare 
and send in Papers, it will suffice. The advantage will be that the 
Executive Committee will get till the middle of the year to select 
subjects likely to be ot special interest at the time the Conference 
meets in Christmas. I think the Conference Number should continue 
40 
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to be printed as one of the issues of the Journal by the same body' 
that brings out the other numbers of the year, and members should 
be urged to send Papers in time so that they may be pre-printed by 
that same body. This is obviously the most economical method of 
getting this work done. Papers will arrive in time if acceptance of 
Papers sent in too late or brought to the Conference itself by 
writers thereof is made problematic unless such writers bring lOO 
printed copies of their Papers with them. 

Judging from the length of one or two Papers sent in this year, 
it seems the tinie is come to prescribe the maximum length for 
Papers to be submitted to the Conference. 

At the last Conference at Madras, one day was reserved for 
discussion of Papers in Political Science, so that the Economic Con¬ 
ference was only of three days’ duration. The Calcutta Conference 
has been announced to be held for two days only. At every Confer¬ 
ence, half a day or one session is bound to be taken up by the 
inaugural and presidential addresses and another half a day or a 
session by the Annual General Meeting of the Association. Three 
days in all appear, therefore, to be the minimum duration of the 
Conference of which two days or four sessions would be devoted to 
discussion of Papers. It has been felt by many members that too 
many subjects are attempted to be discussed at each of our Confer¬ 
ences so that we lose in depth what we gain in extensiveness. On 
the other hand, it is contended by some that if one or two subjects 
only are to be discussed at each Conference, many members may 
not feel sufficiently interested I am not at all impressed by the 
latter view, but I only suggest that members should consider this 
ijiiestion carefully before giving a direction to the Executive Com¬ 
mittee regarding the selection of subjects for discussion at the next 
Conference. I have received an invitation from the Lucknow* 
University for it and I trust members will be glad to accept that 
invitation and appoint Dr. Radhakamal Mukerjee Honorary Local 
Secretary for that Conference. Members have also to decide whe¬ 
ther the provisional dates of the Conference should be the last 
three days of December 1927. 

The Sydenham College of Commekce, R. M. JOSHI, 
Bombay, igth December, IQ2$. Honorary Secretary. 
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Honorary Treasurer’s Report for the year ending 30th 
September, 1926. 

The year ending 30th September, 11)26 reveals a fairly strong 
financial position of the Association. The number of members has 
risen to 116 and under our agreement with the Department of 
Economics, Allahabad University, we had this year to pay Rs. 9 
for the Indian Journal of Economics supplied by them to our 
members. Tlie year closes, therefore, with a credit balance of Rs. 
324-15-5, probably for the first time in the history of the Association 
during the last ten years. The position would have been yet strong¬ 
er, had all the 159 members on our register accepted the Journal 
when sent to them by Value Payable Post. But so many as 43 
refused the Value Payable Post and must therefore be regarded as 
having ceased to be members of the Association. Since for every 
member we have to assume a definite liability of Rs. 9 to the 
Department of Economics, Allahabad University, I did not consider 
it prudent or safe to send the Journal to them by book-post and 
then to set about recovering subscriptions from them by circulars, 
letters and reminders. I have been, therefore, compelled in the 
interests of the Association to instruct our Allahabad friends to 
send the Journal to all our members by Value Payable Post. I trust 
this measure will not be resented by our members and I have every 
hope that they will accept the Value Payables when sent to them. 

The arrangements with the Department of Economics, Allahabad, 
for the Journal, made at the last Madras Conference, were effective 
upto the 30th September 1926. Fresh arrangements will have to 
be entered into with that bexly for the future conduct of the Journal 
as an oi'gan of the Indian Economic Association. I feel it would 
be desirable to continue the present arrangement if the Department 
is agreeable, but should no working arrangement be possible, I 
suggest that the Association should appoint its bwn Board of 
Editors and start a Journal of our own. A resolution to this effect 
was framed at the 7 th Conference in Bombay and the Calcutta 
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Conference, I am sure, will not hesitate to pass a similar resolution 
if need be. The selection of the Editors should not be a difficult 
matter for at most of the important centres of India, like Bombay, 
Calcutta and Madras, there are groups of economists well fitted to 
assume this responsibility. Financially too, with economical manage¬ 
ment the starting of a new journal should not be impracticable. 

Thf. Svdenham College of Commerce,! H. L. KAJI, 
Bombay^ 22nd December, ig2b. j Honorary Treasurer. 
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Profit and Lom Account of *'1. J. E.*’ for the year ending 
May, Slot, 1926. 



Rs. 

a. 

P. 

1 

Rs. 

a. 

P- 

1 'o Printing 

976 

10 

3 

i By Subscription ., 

3,109 

5 

7 

,, Salaries 

878 

0 

0 

1 

! ,, Interest 

31 

8 

0 

Postage 

416 

0 

0 

,, Miscellaneous 




M Paper 

448 

0 

6 

' Income (Regis- 




,, Stationery 

fis 

7 

6 

1 

1 trar, University, 




„ Cartage 

9 

5 

6 
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400 

0 

0 
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I 




Balance Sheet 
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5 

10 

1 

1 
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13 

7 

rotal Rs. 

3 ,S 4 o 

13 

7 
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the 31st May, 1926 




Liahiliiies. 



1 

Assets, 





Rs. 

a. 
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Rs. 

a. 

P- 

Profit .. 
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5 

10 

! S. K. Rudra, Esq. ,. 

0 

4 

0 





* Petty Cash 

50 

0 

0 

Net worth 

1,670 

•1 

I 

' Fixed Deposit 
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0 

n 




i 

1 Macmillan and Coni- 







1 

! pan> 
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9 

7 
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S6 

4 

0 





Equipment 

422 

0 
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Cash at Bank 

560 

5 

4 





Cash in hand 

279 

3 

0 

J'otal Rs. 

2,417 

9 

II 

Total Rs. 

2,417 

9 

II 


Examined and found correct. 


R. DUBEY, S. K. RUDRA, 

Department of Commerce, Managing Editor. 

University of Allahabad. 
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THE PROBLEM OF FRACTIONALfSATlON 
OF HOLDINGS IN INDIA 

BY 

Radhakamal Mukerji, 

Professor of Economics and Sociologyy Luckmw University. 

Partitioned and Scattered Holdings. 

The evil of excessive fFomentation of holdings in India has been 
the result of the agnatic principles of succession among male 
heirs and the desire of equality, each co-sharer on a partition 
insisting on a separate share in each quality of the land in the 
village. P'ormerly the cultivation unit was the joint family land and 
partition was uncommon ; now the economic solidarity of the joint 
family has been affected by the importation of individualistic notions 
of property. Indeed, the tendency towards sub-division which has 
been manifest in India only during the last few decades, has been the 
outcome of the interpretation of Hindu and Mahomrnedan Law by 
English judges, with their strong predeliction for individual suc¬ 
cession to and private enjoyment of rights in land.* It now may be 
necessary to check repeated partition and wide distribution of 
scattered holdings by modifying the law of succession. The danger 
of morcellement has been found in one of its worst forms in France, 
where the peasantry limit the size of families to maintain a not very 
high standard of living. In parts of Spain it is not uncommon to 
own and farm i6 or 17 acres divided into 80 to 120 plots scattered 
over a radius of three miles and in another part (Vigo) there are 
many isolated parcels of 35, 25 or even 12 square yards.t The 
problem is thus not pe culiar to India and eve rywhere the social and 

’•‘For a full discussion of this ques-tioii, see Mukerjee ; The Foundations of 
Indian Economics. 

t Irvine : The Making of Rural Europe. 
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economic effects are much the same. 

European Measures against Partition. 

Let us examine briefly the attempts made by the agricultural 
countries in Europe to check repeated partition and wide distribution 
of scattered holdings. In Germany, the law encourages the prac¬ 
tice among peasants of succession to undivided properties by the 
creation of a preferred heir (Anerbe). The laws creating an Aner- 
benrecht seem to be generally facultative, i. e., permitting but not 
compelling, the registration of a property as subject to their pro¬ 
vision ; they apply to intestate succession only and then only give 
the one heir who takes over the property of a certain preference 
only in the proportion he shall receive (varying from State to 
State), directing that the others shall be compensated according to the 
agricultural profitableness of the estate and not its selling value. Partly 
for this reason and partly because the single recipient is given a 
larger share to begin with, the new law somewhat lessens the 
tendency of the peasants to incur debt on succession to a property. 
Nothing in the law prevents an owner from disposing of his property 
during his lifetime or by will, but the law of intestate succession 
undoubtedly strengthens the hold upon the peasant mind of his 
inherited preference for single succession to the farm. In Denmark 
the reconstituted State small holdings can be sold, but they cannot 
be subdivided and the existing law puts insuperable difficulties in the 
way of adding one holding to another so as to make a large farm. 
Legally the owner can determine by his will which child shall suc¬ 
ceed, and the value at which the farm is to be taken over and the 
other children compensated. To prevent the overburdening of the 
new farmer, the valuation laid down in the will may be below the 
“true value”, i.c., the price at which it could be sold. There is, 
therefore, in the law a recognised preference for the chosen heir as in 
Germany for the Anerbenrecht. If the parent dies without disposing 
of the succession by will or otherwise, the State carries through a 
transference on the same principles. But, in practice, the matter 
almost always is arranged during the parents, lifetime. The farm 
very generally is transferred to one of the children, after a family 
council which comes to an agreement as to how much the preferred 
heir shall pay' to the other heirs, and how much to the parents, in 
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addition to their board and the exclusive use of some of‘^ the rooms 
in the farm-house. In most parts of Australia it is usual for the farm 
to pass to a single heir without any division of property and for a 
settlement to be made with the co-heirs by an indemnity in the form of 
a sum of money or mortgage. This practice is a survival of ancient 
Germanic law, the idea of which still is rooted deeply in the popular 
mind. As a rule, either the oldest or the youngest son inherits, 
according to the local custom. Even in those parts where a division 
of holdings is customary it is the rule that certain shares should be 
disproportionately large and that the heirs who have received less 
land should be compensated by a money payment. Generally speak¬ 
ing, the custom in Europe is to leave the property to a single heir, 
who gradually pays off the charge laid on it by the father for the 
benefit of the other heirs. If he finds the property unprofitable, he 
sells it undivided. Thus the size of the holdings; does not diminish. 

In Denmark the law of 1906 forbade the reduction of the area 
of a peasant farm below a certain taxable value which is roughly 
estimated as from 25 to 125 acres but allowed these farms to be of 
four grades, a separate minimum being fixed for each grade. Accord¬ 
ing to a new law which is now being proposed, no peasant farm as 
existing at the moment of the passing of the law, may be extinguished 
or diminished in area without the sanction of the Ministry of 
Agriculture, and the period for which a farm or part of a farm 
may be leased without the .sanction of the Ministry of Agriculture, 
is reduced from 50 to 10 years. A small holding may not be 
extinguished or diminished in area below the minimum fixed for 
its grade, except with the sanction of the Ministry and in the public 
interest evidently sanction will not be easily obtained in the case of 
a small holding. The four classes remain based on taxation, and 
equal to areas fron^about 12 to 35 acres ; the smallest holding of 
rich land, down to 2| acres, will be reckoned in the 12 acre class. 
No holding may be less than 2J acres. Three small holdings up 
to about 30 acres in all of fairly good land may be held by one 
person but the building must be maintained and no holding may 
be merged in another. The land is graded by official valuers and 
official Inspectors watch over the observance of the law. Fines up 
to 2,000 kr. may be i mpose d for its br each.* _ 

Strickland—StacUeb in European Co-operation, Vol. II, Chapter V. 
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Thus the Danes are ccnlending against the evil of excessive as 
well as of inadequate size of holdings. Their measures prevent 
the sub-division of land below a limit which draws the line between 
the economic and the uneconomic holdings. These also seek to 
protect the peasant or the small holder from being swallowed up by 
the wealthy from whom they have been carefully acquiring the land 
for settlement. According to the Russian Agrarian Code, 1922, 
the division of the lands among the family is allowed only when it 
is probable that new farms will be established, for the benefit of the 
members who are withdrawing, on lands which are assigned to them 
in the course of the division; if this is impracticable the movable 
property only is divided. To prevent such division as would destroy 
established farms by dividing them into too small units or otherwise 
impairing their efficiency the Provincial Executive Committee, on 
the proposal of the provincial agricultural authority, has power to 
issue compulsory order for limiting the excessive sub-division of 
farms. The lines of these measures are laid down in advance by 
the Commissariat of Agriculture. A member on withdrawal from a 
holding which has been declared indivisible, has the right to claim 
payment in money or in kind for that portion of the stock that 
belongs to him, but not for the land share.* 

Precautions necessary in Indian Land Reform. 

It must be admitted that legislation of this character though 
calculated to divert the surplus population from the land, would 
introduce a new principle into the land policy of India, where the 
idea of equal inheritance by birth—right has taken firm root in the 
popular mind. But the straits to which agriculture has been 
reduced as the result of the disparity between the increase of 
population and the capacity of the soil to feed it, demand a drastic 
remedy. At present, in the more populous pai;ts of the country, 
the conditions of agriculture are such that it is no longer profitable; 
yet the peasant, having no other occupation to fall back upon, tries 
desperately to make both ends meet by continuously lowering his 
standard of subsistence, till he reaches the very verge of starvation. 
At the same time there is witnessed a condition of chronic under¬ 
employment in the villages. The burden of a disproportionate 

*** M. Tcherknihky, Agrarian Policy in Soviet Russia, International Review 
of Agricultural Economics, October*December 1924, 
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amount of semi-idle, inefficient labour lowers the efficiency of 
agriculture and delays the introduction of scientific processes and 
machinery. The introduction of a more elaborate rotation of 
crops, or of subsidiary occupations or industries of a non-agricul- 
tural character, no doubt would mitigate the problem of agricultural 
idleness which always co-exists with a low standard of living. 
Emigration or drift of jthe surplus population to the indus¬ 
trial centres of the country similarly would react on the condition 
of agriculture and endow the people with greater staying power. 
Thus the re-organisation of agriculture and industrial development 
of the country must accompany schemes of consolidation. In India 
we are apt to be misled by the ideas and practice of English agri¬ 
culture, without considering the differences of economic circum¬ 
stances between the two countries. Prof. Jevons, for instance, advo¬ 
cates a policy of consolidation on the lines of the English Enclosure 
Acts. In the United Provinces the density of population is three 
to four times higher than in England and large farms cannot but 
mean expropriation and wide-spread distress in the absence of better 
opportunities of emigration and of industrialism. In England 
large farms, large fields, straight fences, etc., have been for long a 
favourite scheme of English landlords and English writers, and 
no doubt where there is capital and no redundant population such 
arrangements are very desirable, but it should be remembered that 
to these large farms and large fields England owes her own Poor 
Laws.* Thus a new land policy inaugurated by a change in the 
system of succession which would divert surplus population from the 
land requires to be introduced with caution, especially in regions 
where the density of population is extraordinarily high. Again, 
the scarcity of water-supply is one of the most significant limiting 
factors in Indian agriculture. Where cultivation depends upon the 
uncertainties of rainfall the scattered distribution ot holdings in 
different soil areas is itself an agricultural advantage. In many 
parts of India we find that two or more staple crops are grown in 
dispersed fields in different soil areas, so that while a deficiency 
or an irregular distribution of rainfall may destroy one crop, 
there may be favorable returns from other fields. Indeed, the 
elaborate system of crop rotation which distinguish es Indian from 
* George O’Brien. Economic History of England, 
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Western farming has been possible chiefly because the holdings 
are dispersed. Thus schemes of consolidation which do not take 
into account the local water and soil resources governing the fleld 
system and agricultural practice are bound to fail. The introduc¬ 
tion of supplementary occupations and utilisation of raw materials 
in village workshops would smooth the transition from the old 
system of agriculture handicapped by the pressure of population 
to a new economy where the soil would no longer be burdened 
with a population greater than it can support. In Belgium the 
established custom is that the peasant family deputes one of the mem¬ 
bers in an annual rotation to undertake either industrial labour in the 
city or agricultural labour on another peasant’s land With increas¬ 
ed size of holdings there must also come greater facilities of credit 
and better equipment than what the small holder now possesses. In 
many tracts one of the reasons why holdings are small is that few 
cultivators possess the necessary capital for purchasing the cattle 
and equipment adequate for farming on a large scale. 

Thus in India we might introduce tentatively, as a first measure, 
legislation which would compel all villagers to accept restripmcnt 
when a majority desire it. In Austria the scheme is forced on the 
rest if 66 per cent, of the cultivators agree to it, in Switzerland 
this is done if approved by 66 per cent, of the cultivators representing 
more than half the land, while in Prussia and Japan a bare majority 
coerces the rest. 

Consolidation of Holdings in Baroda. 

In Baroda a permissive Act for the consolidation of agricultural 
holdings was passed in 1920, It cannot be made applicable to a 
village excepting when the twothirds of its total khaiedars^ who 
are the holders of not less than half ol its total land desire to have 
it applied to their village.’*'' Secondly, after re adjustment the 
reconstituted holding which will be the economic holding, should be 
regarded as indivisible. The Act has not functioned properly 
and is now a dead letter. The right of pre-emption has become 
customary law in many parts of India and should be made applicable 
to the economic cultivation unit. Thirdly, the economic holding will 

^ “ Consolidation of Small and Scattered Holdings”, 

The Bombay Co-operative Quarterly^ December 1923. 
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be held by the head of the family as family property, and regarded 
as impartible and exempt from seizure for debt, involving the conse¬ 
quence that a loan cannot be raised on the security of the holding. 
Fourthly, on his death a preferred heir would succeed to the un¬ 
divided economic cultivation unit and compensate the other heirs 
according to the agricultural profitableness of the farm and not 
its price at the land market. It has been suggested by the 
Baroda Land Holdings Commission that with a view to prevent 
sub-division by succession or the separation of members of joint 
families, the inalienable holding, when succession opens out or a 
separation is being effected, should be sold at an auction at which 
only the co-sharers or reversioners should be permitted to bid.* 
This practice, however, would but lead to under-bidding and over¬ 
burdening of the new cultivator, which would be a serious difficulty 
on account of the tendency of every member of the Indian cultivat¬ 
ing family to keep a hold on the paternal estates Thus the German 
practice of the creation of a preferred heir and the compensation of 
the other members of the joint family according to the margin of 
agricultural profits and not the price at which the land can be sold 
seems more suitable to Indian conditions and this would not lead to 
any bitterness, while proving an incentive to an active and thrifty 
life on the part of the members of the cultivating families. A man 
may hold more than one of such re-adjusted economic holdings ; 
but mortgages, sub-letting and other transfers tending to bring 
about sub-division should be prohibited. 

Consolidation by Voluntary Exchanges. 

In pattidari villages in Northern India, where the co-sharers 
are on good terms, voluntary exchanges of scattered parts (jf land 
and proprietary lights with the object of consolidating qums, tkoks 
or mahals should be encouraged Chakbat (compact) partitions 
have been kept in view by the Board of Revenue, United Provinces, 
and might still further be carried out whether the partition 
be perfect or not. Such partition may work on the basis of \alua- 
tion as in Aligarh, thus modifying the allotment of various soil areas 
to all the pattidars in proportion to their shares. ‘ The Commis- 
sioners_^of Ba reilly , Benares and Allahabad seem to have issued 

“ Report on the pioposeci coiusoliclation of agricultural holdings ” 

United Provinces Gazette, May 31, 1924. 
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administrative instructions with a view to prevent pattis of smaller 
size than 5 acres, 25 bighas and 10 acres respectively. But, since 
the law prescribes no limit to the size of pattis^ it is ob\dous that 
such instructions cannot achieve the desired end. Many District 
Officers report that khet bat operations are still the general rule, 
although in some partition proceedings lip service is done to the 
theory of chakbat partitions by stating that the partition will be 
chakbat as far as possible. The parties generally are averse from 
chakbat partitions and the Partition Officers usually meet their 
wishes on the principle of least resistance. To induce the parties 
themselves to accept ^^^^/^-partitions, the District Officer of Ghazipur 
has introduced a plan of asking them to fix their own valuation as 
far as possible on the different kinds of land in terms of one another; 
as for example, so many bighas of fallow land are equivalent to so 
many bighas of occupancy land, and so on. A similar method has 
been adopted in some of the doab districts with success, and the 
experiment deserves wide trial.* It must be pointed out that the 
intelligent and substantial cultivators in different parts of India 
adopt such practices to check the evil effects of the customary laws 
of inheritance and statutory laws of partition which combine to 
promote sub-division of the most extreme type. Thus, the secret 
of the success of the more prosperous cultivators lies in a deter¬ 
mined adherence to the joint family system ; the family affairs are 
managed by a malika^ who is selected as the most capable member 
of the family. If any member insists on partition, naturally under 
Hindu Law he is entitled to it; but every effort is made under the 
persuasion of a panchayal^ to divide the property so as to accom¬ 
modate the deserter in a different village.f Any legislation which 
would give a majority of villagers the optum of preserving and even 
making compact holdings must accordingly find solid support in 
present habits, and intelligent backing among the principal cul¬ 
tivators. 

Regulatjon of Exchange and Partition. 

Moreover, cases of exchange of contiguous rural property should 
be exempted from the usual stamp and registration charges, as in 

Government Ke.solulion on the Revenue Administration, 1922 23, page 17. 

t Knox Rt-port of the Revision of Settlement in the Gorakhpur District, 
United Provinces, 1919. 
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some of the agricultural countries of Europe. On the other hand 
transfers of agricultural land below the fixed standard should be 
refused registration, if such transfer is not made to the co-sharer 
or to the owner of the adjoining fields. Again, the courts should 
not allow the partition to be made if by so doing any of the shares 
would be of a lesser area than that fixed for a representative eco¬ 
nomic holding. Already in the Bombay Presidency the necessity 
for a limit for subdivision has been recognized. The limit fixed 
varies in different tracts and for different classes of land. 
In Gujarat it is one. acre for dry crop land and half-acre 
for garden and rice land. Such limits, however, are too low and 
require to be raised in the interests of efficient cultivation. The 
conditions have become complicated in the zemindari provinces, 
where on account of the absence of fixity of tenure such as exists 
in Agra and Oudh the peasants have no desire to improve their 
holdings. Thus the better and inferior class of tenants occupying 
medium or small sized plots of land are virtually in the same 
economic position, and there are constant transfers of holdings. 
Such economic circumstances, perpetuating tiny holdings which 
are not economically self-sufficing, are true not merely of Bengal, 
Bihar and the United Provinces, but also of all areas where there 
has developed a long chain of middlemen dependent upon land. In 
many of these areas the introduction of economic holdings necessary 
for agricultural progress is impossible without a change in the land 
and revenue law. This again is impossible without the growth of 
a sound public opinion in regard to occupancy and non-occupancy 
rights and the scx'ial necessities of agriculture. An exchange or 
consolidation of holdings is impossible under the existing Tenancy 
Law of the United Provinces, since occupancy tenants cannot be 
bought out. Where the land system stands in the way of re- 
stripment and consolidation, we have to depend on the traditions of 
voluntary social cooperation. Such methods of solution are 
witnessed in the south where there are villages which are re-divided 
annually. But the tendency here is more marked because of the 
established communal tradition. Thus in Tanjore there are larger 
fields and holdings than in other districts. This points to a gradual 
consolidation of holdings under the supervision of the village 
panchayats^ which also supervise the equitable distribution of irriga- 
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tiiMi water, the maintenance of village public works, etc. The exchange 
of plots of land, so as to give the different owners contiguous blocks 
so far as possible, is called pam>arthanai (Sanskrit—exchange) in 
Tanjore. It is difficult to come to an agreement because the advant¬ 
ages of plots as regards fertility, distance, irrigation facilities, etc., 
have to be equalised ; and sometimes the rich peasant would refuse 
to exchange in such a way as to convenience a small neighbour and 
the small owner is often at the mercy of his rich neighbour.* Similar¬ 
ly in Travancore consolidation of holdings is taking place, the 
tendency being for the owner of very small plots of land to sell them 
or to take more land on lease from others and thus enlarge the unit of 
cultivation. It may be advisable for the Government to initiate an 
experiment by acquiring villages under the Land Acquisition Act, 
re-aligning the land properly, providing proper drainage and irriga¬ 
tion channels and then re-letting to the original tenants. This would 
furnish a valuable object lesson, though such lessons caimot serve 
the purposes of legislation or voluntary adjustment by the villagers 
themselves. 

♦ K. Soundara Rajalu, in South Indian Villages, p. 8o. 
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The term ‘peasant proprietorship’ seems to have a twofold signific¬ 
ance. On the one hand, it is a distinct form of land tenure, and on the 
other it represents a system of farming. 

The forms of land tenure vary from country to country, but we 
might broadly classify them into two categories. The first is the 
ownership of land in large blocks of hundreds of acres by those who 
do not cultivate it themselves but let it to tenants for a money 
rental or share of the pniduce. This obtains in Great Britain, parts 
of Germany and Italy and in North Eastern India. In the second 
type, land is owned in small strips by those who cultivate it mainly 
with their own labour. This is the prevailing form in Denmark, 
Holland, France, Belgium, Switzerland and in the greater part of 
Germany, Italy and India. The latter is of course the system of 
peasant proprietorship. 

As already mentioned, peasant proprietorship also signifies a 
system of cultivation or land-utilization. The iinit of agriculture 
may be a large farm as in England or a small holding as in France. 
The F'rench term la petite culture has come into currency to repre¬ 
sent the latter. The distinction between the two is, on the one 
hand, as to the size of the holding, and on the other as to the 
objects and methods of cultivation. An English farm, for instance, 
is usally of lOO to 500 acres and is cultivated on a capitalistic basis 
with the help of borrowed capital and hired labour. The best 
example of la petite culture is the French peasant holding of r to 
20 acres (sometimes even more) cultivated by a peasant family with 
hardly any labour. The peasant tills for subsistence and seldom for 
profit. A small holding may be a proprietary holding'as in France, or 
a tenancy holding as in Ireland. All small holdings are not cultiva¬ 
ted by peasant proprietors, but the peasant proprietor invariably 
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cultivates a small holding. In the present lecture we shall discuss 
the merits and defects of small holdings in general, and peasant 
proprietorship in particular. 

In England the great bulk of land is cultivated by tenants who 
have no proprietary rights in their farms. Only a bare 13 per cent, 
of the land there is cultivated by the owners themselves. But on 
the Continent, very different conditions prevail. In Denmark nearly 
88 per cent, of the land is cultivated by the owners themselves, and 
in Germany 86 per cent. One-half of France and one-third of 
Belgium come also under the same category. In France and 
Belgium, the percentage of small holdings is higher than indicated 
by these figures, for many of the small holders are tenants occupying 
the land on various forms of permanent tenure. Taking the small 
holding to be below 50 acres, we find according to recent statistics 
that 95 per cent, of the land in Denmark and Belgium, 92 per cent, 
in Germany and 90 per cent, in France and Holland come under this 
category. Even in England more than half the holdings are below 
50 acres. 

In all these countries the peasant proprietary arose and 
flourished by various favourable circumstances. In the feudal days 
of old, most of the land in Europe belonged to the Barons, and the 
tenants who cultivated the land were merely serfs on the landlord's 
estate. But gradually under various influences, these serfs became 
free tenants enjoying some security of tenure, and in the last 100 
years, law has emancipated them and has given them full proprietary 
rights or semi-proprietary rights over their holdings In Denmark, 
the peasant proprietary were freed by the legislation of the 
middle of the last century ; and the absorption of peasant properties 
is now forbidden by law In France the revolution of 1789 
made the peasants real owners of their land which had formerly 
been burdened by feudal dues ; and later much public land was 
converted into peasant holdings by state activity. Such was the case 
also in Germany, Switzerland and IrelShd, where to-day peasant 
holdings are numerous and prosperous. Ireland suffered for long 
by insecurity of tenure, but by a succession of land laws cnlmi- 
natingvin that of 1903, tenancies were converted into ownerships, 
and to-day few countries can boast of a more prosperous peasantry 
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than Ireland, thanks to the unremitting labours of patriots like 
Sir Horace Plunkett. 

England is the chief exception to this process of evolution. 
In that cojintry, feudal tenure lost ground earlier than elsewhere ; 
there were more free tenants and yeomen in the England of the 
14thand 15th centuries than in most other countries of the time; 
but the trend of agricultural development in England was such 
that the yeomenry lost ground and the ownership of land came to be 
concentrated in the hands of a comparatively few ‘gentle’ families. 
This was the result of the revolutionary agrarian changes of two 
successive periods in English History. In the 15th and 16th centuries, 
the rising price of wool made sheep farming profitable, and, induced 
by private gain, many land-owners (of the South-Eastern countries) 
ousted their tenants from their hereditary holdings and enclosed their 
broad domains for sheep farming. The suppression of the monas¬ 
teries also aggravated this agrarian grievance, but much land still 
remained for the free tenant and yeoman. In the i8th century 
another revolutionary change took place in agriculture—this time 
in corn growing. Great improvements were made in the methods of 
tilling and cattle breeding, and the gentlemen land-owners of the 
lime of “Farmer” George (King George III) vied with one another 
in the improvement of their estates and the better breeding of cattle 
and poultry. The enclosure of land was necessary for effecting these 
improvements and this implied the breaking up of old tenancies and 
whole villages. Attracted by the social and political status attaching 
to land-owning, and not less by the handsome return to capital 
investment on land, many an ambitious London merchant also bought 
up vast estate*? in the country and sent away the tenants hitherto 
maintained on them. The peasant proprietors were in a position of 
disadvantage. They had neither the knowledge nor the enterprise 
needed for the new style of farming. Sorely tried by the loss of 
income from spinning which was their cottage industry until the 
‘Jenny’ robbed it from them, the peasantry gave up the fight, and, 
selling their proprietary rights for a nominal price, many of them 
turned agricultural labourers or migrated to the newly rising 
manufacturing towns of the north of England. Whole villages 
were thus abandoned and the “rotten boroughs” increased in 
numbers. As the contemporary poet has put it, with the 
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accumulation of wealth men decayed. This was the cause of the 
depopulation ot the English countryside which, to foreign eyes, at 
any rate is the most striking feature of rural England. Thus 
disappeared the yeoman who once was the glory of Merrie England, 
and this change had great social and political results. The economic 
result, however, was not so disappointing. Agriculture gained, 
in efficiency, and what is more, the displaced peasants found profitable 
labour in the rising industries of cotton and iron, which in time 
made Britain the factory of the world. 

In the last fifty years, responsible public men in England have 
awakened to the needs of rural reconstruction and a series of 
measures have been pushed through with a view to giving facilities 
for the increase of small holdings in the country. Moralists as 
well as social reformers urged the need of preventing rural depopu¬ 
lation and attracting the proletariat back to the countryside. It was 
recognised by all that small holdings were as much necessary for 
the prosperity of the country as large farms. Changes in the 
nature of agriculture also backed up this movement. During the 
middle of the last century revolutionary changes were made in the 
methods of land and sea transport and enabled the importation 
into Europe of cheap corn from the Canadian Prairies and from 
Argentina. Similarly, chemical improvements in the methods 
of storing meat and fruit enabled chilled meat and iced fruit 
from far off countries to be brought to Europe. The influx 
of cheap wheat, meat and fruit naturally harmed the agricultural 
industry in Britain. However, other fields remained for the English 
farmer. If his wheat was not wanted, he cf)uld at least produce the 
milk and vegetable needed for the country Many farms, therefore, 
gave up corn growing and took to dairy farming, vegetable growing 
and poultry keeping. For such work the small holding is easily 
adaptable as we will see, for little machinery is employed and personal 
supervision is most important. 

Under these influences, there is now a distinct movement towards 
small holdings in Great Britain. Some of them have grown up 
spontaneously as colonies, e, g.^ the Cheshire dairy farmers, who 
according to a recent commission report live in perfect little para¬ 
dises with handsome little incomes”. Others are due to Cooperative 
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Societies, e. £■., Cudworth in Surrey, Rew Farm, etc. They were 
all opened on landlords ’ estates, the society guaranteeing the rent. 
The greatest influence, however, was that exerted by Grovernment. 
Many commissions sat on the subject and the whole matter was thrash¬ 
ed out by experts of all kinds. As a result, legislation has followed. 
The Small Holdings Act of 1893 empowered County Councils to 
open small holdings. This was supplemented by the Act of 1908 
which facilitated the work of opening small holdings and provided 
for the supervision of the Local Authority’s work by the Central 
Board of Agriculture. After the war, ex-service men were settled 
in small holdings at Government expense (Act of 1919). Just now 
a bill is before Parliament for re-organising the system and for enabl¬ 
ing small holders to get a cottage as well as land. It is also pro¬ 
posed to encourage ownership by giving proper inducements to it 
The tendency is on the whole, for greater control by Government. 
The late Minister of Agriculture and Fisheries (Mr. E. F. L. Wood, 
now Lord Irwin) has expressed his view, that in the course of the 
next thirty or forty years England might find itself within measure- 
able distance of something like the nationalisation of land. Govern¬ 
ment control is inevitable, because those who open small holdings 
and finance them are entitlal to control them. 

We will now analyse the merits and defects of peasant proprietor¬ 
ship. Various aspects of it will be considered in turn. 

The most striking feature of peasant proprietorship is the private 
ownership of land. It is a well-known saying of Arthur Young 
that “the magic of private property turns sand into gold”. Give an 
industrious man ownership of even a barren plot of land, and he will 
by hard and unceasing work make it fertile and productive, for 
fertility of land is to a great extent due to man’s efforts. He feels 
that every inch of his land is his and that whatever improvements 
he makes vviU be reaped by himself or his offspring, and this 
psychological fact works wonders. As J. S. Mill has emphasised, 
family affection is here below the chief incentive to industry. Such 
results may not follow from short period tenancies, because the tenant 
will not feel that the land is his. Life-tenancy is better and to 
many people it is as good as ownership. 

Ownership is not wholly beneficial in results. It enables the 
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peasant to get into debt and leads finally to the alienation of his land. 
Privately owned land is again sub-divided between the children of 
the peasant and thereby excessive fragmentation of holdings takes 
place. Ownership, again, makes the peasantry stick to their small 
plots of land like limpets on rock, and this tends to make society 
unprogressive. On these grounds it is often thought that life 
tenancies and other forms of occupancy are more economically 
profitable than complete ownership. 

Should the small holdings newly opened be on a tenancy basis or 
an ownership basis, is a question which has been much discussed by 
economists and statesmen. Much has been said on either side, but, to 
my mind, it depends chiefly on the nature of the farming. If the tilling 
is such that permanent improvements do not count and the size of the 
annual crop depends entirely or chiefly upon the year’s labour, we 
might say that tenancy would suit quite well. But in intensive 
culture of all kinds the incentive of ownership or at least long-period 
tenancy is essential for maximising the output from agriculture. 

The strongest points that may be urged for peasant proprietor¬ 
ship are scx-ial and moral. As already mentioned the peasant pro¬ 
prietary are a source of stability to society and form the best 
barrier against revolutionary change. The rural folk are essentially 
conservative and are intensely attached to the soil, and they jealously 
keep up old customs and cling to ancient institutions. They do 
not change with every current of foreign influence, and are not 
easily cajoled into new fangled ways. The peasantry also supply 
the best soldiers and sailors in most countries. As the TIMES (of 
London), in a recent leading article, put it “ From yeomen’s sons 
came the creative energy which has carried England throughout the 
world and built up her dominions and colonies.”* 

The peasant is not merely the material back-bone of society ; 
he fulfils a valuable moral function as well. The seething masses 
of the great cities have little moral stamina, but the country-side 
make up for the city’s backslidmgs. I have seen peasant life in 
three leading countries in Europe and my experience is that the 
rural folk are religious, hospitable, patriotic, level-headed, and have 
a contempt for the shams of life. They are, along with those 

’•‘The Times, (Daily) July 30, 1926. 
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magnificent cathedrals and beautiful paintings, worthy remnants of 
the Christendom of old. United Christendom is no more, but rural 
Europe may by its moral force yet restore the harmony and beauty 
that once was Christendom. Salvation came from humble Gallilee, 
and not from proud Jerusalem. 

Perhaps the weakest point about peasant proprietorship is on 
the side of production. Mcxlern agriculture is based on scientific 
methods, but the peasant has neither the capital nor the knowledge 
required to utilise the improved ideas and raethcxls used at present. 
A large farm can profitably employ the latest methods and most 
up-to'date machinery and thus produce at a lower cost of production 
l)cr unit. The small farm cannot afford to employ such large scale 
methods and hence (ould not bold its own against its betteroft 
competitor. 

dhcre is much force in this argument. Modern industrial 
metlKKls are such that only large units could employ up-to-date and 
efficient methods, and only by using efficient methods could pro¬ 
duction become profiuible. in other words, farming has now become 
some.vhat like a manufacturing industry. 

11owever, there are various circumstances which minimise the 
advantages of the large unit in agriculture. In industry the growth 
ot the unit may be accompanied by increasing returns, but in agri¬ 
culture the niggardliness of nature inevitably brings on dimi¬ 
nishing returns instead, although inipiovements may for a time 
put off the tendency Flic factors that lead to increasing returns 
in manufacturing industne*; and thus make for the succe.ss of large 
scale operations are (i) an intensive division of labour due to 
standardization ot processes . (2) possibility of concentrating pro¬ 
duction on one spot; (3) the profitable application ol complex 
machinery and (4) transport lacilities. In agriculture these factors 
have only a limited application. Agricultural operations cannot 
be reduced to routine, the work varying from season to season, and 
therefore standardization is not psssible to any considerable extent. 
Besides, these operations are spread over a large area,^and, as Prof, 
b'ay says, a thousand acres of land surface cannot be piled up in a 
centralised factory. Machinery has therefore got only a limited 
application in agriculture, most of the processes being done by the 

3 
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hand. These are factors which restrict the advantages that a large 
farm possesses over a small holding. And this has been found 
true in practice. Some of the expert witnesses that appeared 
before the Selborne Committee in 1919 even argued that “the 
gross returns per acre increase in proportion as the size of the 
farm diminishes.”* This may not be true of all countries and all 
types of farming. 

It must be admitted, at any rate, that in certain kinds of agri¬ 
culture, in which machinery has been extensively employed, as for 
example in arable farming, in Western Europe and North America, 
the large farm has the advantage. In ploughing, drilling, reaping, 
threshing and winnowing, machinery is now employed in wheat 
growing countries, and, as only large farms can purchase them, 
small holdings are at a disadvantage, especially where labour is 
scarce and wages high. 

This cannot be said of other forms of farming, e.g,^ milk pro¬ 
duction, vegeUvble growing, fruit farming and poultry keeping, 
wherein machinery plays a relatively small [>ari and close personal 
supervision counts tor much. In this field, at any rate, the small 
holding has succeeded and is bound to sticceed. 

In any kind of farming, the small man enjoys many advantages. 
He can take a personal interest in his farm and his eye is ( onslant- 
ly on it. lie leaves nothing to paid managers; there is no di\ide<i res¬ 
ponsibility, no expensive book keeping “He could watch with infinite 
uLtention the varying wants of different pieces of earth and the vary¬ 
ing healths of different heads of cattle. He will be able to detect in 
a single blighted leaf the approach f)f a disease, which, negiei tecl for 
a day, may ruin a whole vineyard” 

However, personal care cannot make up for the lack of capital 
and enterprise. The peasantry have less command over capital, and 
spend more tor manure and seeds, than the large farmer, and they 
usually market their pn>duce at less favourable terms than the latter. 
Hut the principle of co-operation has come to their rescue. Denmark 
and Ireland, among others, have demonstrated to the rest of 
the world how the small holders can by combined effort among 
themselves secure the advantages of large scale pnxluction and 

* Report of Agricultural PoHcn Sub-commi(tee, (1920) ]). 60. 
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wholesale marketing, without losing their individuality and private 
initiative Co-operative Credit Societies to-day enable the peasant 
to get his capital without resorting to the usurious money-lender 
and to get it on easier terms and Supply Societies of various kinds 
bring to the peasant's door his manure and seeds and feeding 
stuffs at as reasonable prices as a large farmer can purchase them. 
In cases where machinery is essential, the small holder can now 
borrow them from his Co-op. Formerly the peasants got hjwer 
prices for their proJuce, but now the Sale Societies enable them 
to stand together like a Kartel or Trust, and obtain the highest 
prices ruling in the market. Improved methods of cultivation and 
dairying are being demonstrated to the peasantry by the Co-oper¬ 
ative Societies, and Government helps them by imparting agri¬ 
cultural instruction within easy reach and by opening demonstration 
farms and experimental stations. It is thus that the Danish peas¬ 
ant makes his butter and cheese with the efficiency of a large 
factory and the Rhenish bancr grows vine as profitably as his 
eapiUiIist neighbour. The potato growers of Belgium arc to-day 
marketing their produce at top priees and can easily outwit the 
middleman. 

It must be admitted that, except in countries where Co-operative 
Societies have successfully worked, the lot of the peasantry is still 
a hard one. Owing to excessive sub-division of property the hold¬ 
ings of the peasantry have become too small. In France and India, 
at any rate, the sub-division, or morcellement has gone to such 
lengths that land has been ‘pulverized’ or‘reduced to atoms’ {entietU- 
ment) The peasants are proud of their properties ; yet, in spite 
of their hard and incessant toils, they can hardly keep body and soul 
together. Their parsimony is such that most of them subsist on 
the worst diet possible and live in their kitchens for economy 
—all this for rounding off their little holdings with some adjoining 
bit of land coveted by the family for generations. In these circum¬ 
stances, it is no wonder that rural life becomes to some extent mean 
miserable, nasty, brutish and short. As Prof. Marshall remarks, 
“they sacrifice the end for the means”. It is said that*many of the 
paid farm labourers of Fmgland earn better incomes, eat better food 
and lead happier lives than the proprietary peasants of France. 
Such is the opinion of many travellers in France Lady 
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Verney), ami even Economists like Marshall and Lord Ernie 
incline to this view. All Economists, however, do not agree. 
‘The so-called low style of living'’ (of French peasants), says Prof. 
Cannan, *‘is superior to that of day-labourers in many countries 
with large and hereditary estates”. Such is also the view of Prof. 
Fay, who has studied the subject at close quarters. He says, 
“While it may be true that many l^Vench peasant proprietors are 
worse off than the average English farm labourer, it is no less 
true that some are better off ; and it is certainly true that in 
countries like Denmark and Switzerland the large majority are 
better of”. 

From the point of view of economic etficiency, therefore, peasant 
proprietorship has many drawbacks which cannot be easily rectified. 
Co-operation has done much to improve the lot of the peasantry, but 
co-operation is not all-powerful. The excessive sub-clivision ot 
holdings, at any rate, cannot be successfully grappled with by them. 
Government, with the help of the community, may be able to root 
out those evils 

Economic efficiency, however, is not the only criterion by which 
an institution like the peasant proprietorship should be judged; 
there are social and political considerations which cannot be 
divorced from the economist’s outlook, and these, from the stand¬ 
point of the statesman, are even more important than economic 
efficiency. It may be, they say, that the peasant proprietor lives 
hard, works hard, and yet is on the border line of starvation, but 
the feeling of independence which land ownership gives him, and 
which makes him a useful and self-respecting citizen, goes a great 
way perhaps in compensating tor it. As already pointed out, society 
gains in stability by the existence of such a class, and military 
needs cannot be adequately met without its co-operation. It wilt also 
be recognised that peasant proprietorship enables a country to 
support a growing population and to prevent the excessive migration 
into the towns. As the Selborne Committee report has put it, 
‘There is no surer means of increasing the rural population, which 
is so greatly desiderated, than the nmltiplication of small holdings.” 
Prof. Marshall gives even greater emphasis to this aspect of 
the question. He says, “They (small holdings) give to the 
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agriculuiral kbor.rcr a stepping stone upwards, prevent him from being 
compelled to leave agriculture to’find some scope for his ambition, 
and thus check the great evil of the continued flow of the ablest and 
bravest farm lads to the towns”. Nobody will deny, in these days, 
that population is one of the essential elements in national strength. 
11 any one doubts it, let him ask a patriotic Frenchman 

We have already considered some of the salient features of 
peasant proprietorship It is perhaps clear that jieasant projirietor- 
ship^is not a panacea for social ills, as is sometimes supposed ; I 
hope It is also clear that it has substantial advantages. We have now 
to ask ourselves the question, what is the legitimate place of peasant 
proprietorship in the present order of things ? I shall for the present 
make only a few observations. In the older countries which are 
thickly populated, there is a real need lor fostering small holdings ; 
for, in most of them, there is going on an undesirable overcrowding 
in towns, by the migration of young people who possibly are drawn by 
the cheap cinema and other allurements of town life. The depopulation 
t)i the country-side can only be prevented by finding attractions for 
the people nearer home. The small holdings will give them honest 
anci honourable occupation, and may solve many of their economic 
problems. 

In thinly populated countries where land is abundant and labour 
dear (e.g' ^ Canada. Australia and New Zealand) there is no such 
piessing need for a peasant proprietary, and in fact these countries 
have not yet reared such a class. Small holdings thrive best where 
land is limited and population is growing. 

Even in such countries the proper position of peasant proprietor¬ 
ship will depend upon the nature of agriculture. As already pointed 
out, the farm is likely to be large where cultivation will not be 
profitable without the application of machinery ; where such is not 
the case the small holding has ample chance. In the case of Great 
Britain, this can be seen well illustrated. When land was used for 
corn growing, small holdings were not wanted ; but since vegetable 
growirtg, dairy farming and poultry keeping are ijow becoming 
profitable, small holdings are increasing, and there is a public desire 
to have them. It is gratifying to note that even some of the larger 
land-owners are enthusiastic in this matter. 
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It is not desirable for any country to have, exclusively, either 
large farms or small holdings. In a well ordered state there must 
be both kinds of culture. National life will be strengthened by a 
greater diversity of tenure and types of holding. As Prof, Marshall 
points out, ‘‘There is public need in every district for small holdings 
as well as large ; for allotments and large gardens ; and generally 
for holdings so small that they can be worked by people who have 
some other* occupation.” The proportion of large and small 
holdings in any country should, it seems to me, depend upon (i) 
the nature of * fanning, (2) the density of population and (3) the 
specific social and economic needs of the country. All attempts, b)' 
the community or Government, to increase the variety of holdings 
will certainly increase national welfare. 

Where small holdings are fostered by Government, it is 
necessary that it should take special precautions against excessive 
sub-division of holdings as also against their excessive consolidation 
Both are evils to be avoided, if possible, by statutory enactment. 
Government will have also to decide as to whether ownership 01 
tenancy will suit the needs of the kind of people for whom provision 
IS being made. Above all Co-operative Societies for credit, supply 
and sale should be provided and placed on a secure basis tor it would 
be futile to open small holdings without such institutions. There 
IS no doubt that, on the whole, co-operation is.the greatest hope ot 
thel peasantry in every country and in all circumstances. 
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Section 1. 

Piirfioie (U)d Method of Knqtnn. 

The purpose of this little study can better be explained by telling 
what it is not than by what it is. It is not intended for the theore¬ 
tical economist nor for the party pfditician, who finds a convenient 
stick to beat the Government with in the declared poveity of the 
masses. The country is already sick of those who talk and write of 
Its past glories and present degradations without ever understanding 
what they mean or understanding it, have neither the power nor the 
industry to reinstate the (last or even to remedy the present. Nor 
is it meant for those who cannot claim even a passing acquaintance 
with village-life in India. In undertaking the enquiry and publishing 
Its results the authors desire to choo.se their readers, if a choice is 
fiossible, from amongst vigilant administrators, economists not 
overpowererl liy the burden of theory, constructive legislators and 
intelligent citizens, who knowing much desire to know still more. 

I'he authors’ desire to supply their readers with a faithful picture 
of village-life was strengthened by the extreme paucity ol such 
studies. A first-hand investigation of the social and economic life of 
the village has been a virgin soil, traversed over by very few like 
.Mann, Darling, Jack, Calv'ert and .Slater. The investigations of these 
persons, useful as they are, are not and were not intended to be 
conducted on the same lines as the present one. An apology is, 
therefore, not needed in presenting to the public the results of 
this enquiry. 

The authors are painfully conscious of the imperfections of their 
work. These are, however, due to the inherent difficulties of the 
subject rather than to any disinclination to take the necessary trouble 
They are alluded to in the subsequent sections of this work. How¬ 
ever, lest critics may feel neglected, a word of apology is necessary 
becau.se the sample of the whole agricultural population is small and 
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may lead some to hasty and unwarranted conclusions. The explana¬ 
tion is simple. It is this : the authors, coming as they do from the 
Koncan, could not resist the temptation to tabulate the results of 
their enquiry as soon as they had the opportunity of making a house 
to house investigation. 

Accordingly, a suitable schedule \^as drawn up to be filled up 
for each family. This was no easy thing to do. The ignorance of 
the class of the commtinity studied, their unfamiliarity with enquiries 
of this nature, their fears and superstitions were factors that had to 
be duly considered. The form drawn up was, therefore, necessarily 
a simple one, details, not easily understood, such as the age of a 
person, etc., being omitted. The figures of expenditure on separate 
Items which generally find a place in a family budget could not be 
obtained with any approach to accuracy; and attention had, there¬ 
fore, to be confined rather to groups of items such as food, clothing, 
etc. Further, the agriculturist being unable to furnish a monthly 
figure, the figure for annual exjienditnre was decided upon. 

The method of enquiry was as follows:—Owing to their acquain¬ 
tance with the village-life the authors had a fairly clear idea of the 
difficulties that lay in their path. If at all, therefore, any reliable 
investigation were to be made possible it was necessary to visit only 
such villages, the leading families in which had some knowledge, 
direct or indirect, of the authors and their harmless intentions. Four 
such villages in the Kolaba district were selected, vis , Jeeta, Sni, 
Oighoda and Taki. From the start the authors eschewed the idea 
of a sample for the simple reason that they were not sure that, owing 
to the inherent difficulties of the subject, the .sample could be 
adhered to. It was, there!ore, decided to go and live among the 
agriculturists and collect budgets from as many persons as weie 
either willing to give information or capable of doing so. 

In this way 192 budgets, covering 1/3 of the total population 
were collected. Of these, 145 were selected for final tabulation, the 
other.s being rejected on account of slight imperfections. 

Section II. 

J.ife and Work in Iht 

I he four villages investigated are inhabited by a class of people 
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known as the Agri. Excepting the trader, the money-lender, the 
priest and the barber all the persons in the village, both the agricul¬ 
turists and the craftsmen, are of the Agri caste. As is to be expected 
in small groups of people attached to the soil the social organiz¬ 
ation is one that is closely knit Inspite of petty jealousies and 
small rivalries the village as a whole offers to the visitor a spectacle 
of close co-operation and harmony. Co-operation is to be seen not 
only in work but in life. For instance, during the sowing season, 
when extra labour is needed, the agriculturist, unable to afford the 
cost of hired labour, usually asks the other villagers to help him in 
the operation. This co-operation has grown into a veritable conven¬ 
tion, conferring untold benefits on all the agriculturists since it lays 
down the principle that whosoever needs help to cultivate his own 
field can, almost as a matter of inght, requisition the services of 
others on the understanding that they in turn can exercise a similar 
right over him. This system has more advantages than one. First, 
it saves the money-payment of wages to hired labour which the 
agriculturist can ill afford; second, when tlie villagers themselves 
help in the work they do it in the spirit of the family group with 
great zest hardly to be met with in any group of hired labourers; 
and third, in the busy season even if the agriculturist were to com¬ 
mand the wherewithal he could not obtain the necessary labour, 
rhis system is locally known as handa. 

rhe best lilustration of co-operation in life is afforded by the 
village-panchayal The infivience of this institution is a real and a 
living force affecting most of the details and many of the serious 
problems of the agriculturist’s life It is a body constituted on a 
very democratic principle, every adult male having the pf)wer to 
confer in deliberation and give his vote. The subjects dealt with 
range in importance from common abuse to marriage and divorce. 
The decision of the panchayat is final and binding on the parties. 
Those who act in defiance are summarily excommunicated and to the 
agriculturist, whose very existence depends on the good will of his 
neighbours, this is a punishment far more deterrent than imprison 
ment. The procedure * followed by the panchayat is‘ somewhat as 
follows:—The aggrieved party usually approaches one or two of the 
influential mem bers of th e village aski ng them to summ on a meeting 

*The aathi)rs were present at a meeting of the village panchayat at Jeeta 

4 
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of the villagers. The request is easily complied with and a meeting 
is called. There is no compulsion to attend hulas there is a fairly 
developed civic sense among the villagers these meetings arc usu¬ 
ally well attended. The party Icxlging the complaint has to pay a 
deposit which is forfeited, if it turns out that the complaint was 
kxlged with an intention U) hurt the other party. I'he complainant 
has to state his plaint and the accused to put forth his defence. 
Thereafter witnesses are examined. After some remarks from the 
assembled members the house comes to a decision If this is favour¬ 
able to the complainant he is asked to mention his penalty which is 
then settled by the whole assembly. The deposit is returned to 
the complainant, and an equal sum over and above the penalty, is 
demanded from the accused The pnx:eeds are gcncrallv spent in 
buying sweets which are then served on the spot 

This panchayat is l(x:ally known as the Gavkt or Jamat It is a 
purely voluntary organization with no connection whatever with 
Government. The influence of this body on the lives of the agiicul- 
turists is very considerable and on the whole, in small matters at 
any rate, tends to be salutary. 

Another example of group-.spint in the village is provided by the 
organization ol Bhajan parties Each village has a party of people 
who arc go(Kl at singing the ^ Bhajan \ One of them assumes lluf 
leadership. They go to the adjacent villages when requisitioned 
for any religious ceremony. Every village takes pride in keeping 
a good Bhajan-\s^\X\ fully equipped which is always named alter its 
own villages. 

The annual religious fair at some of the big villages— in this region, 
the village of Sai—is always a great centre of attraction tor the 
villagers round about. 

'i'he daily routine of the agriculturists life is as followsBefore 
sunrise the whole household is awake and prepares for the days work 
The women in the house get up at dawn and bake the bread * for the 
morning meal. Every one has a piece of bread which is taken with 
some roasted dry fish before he or she goes to ibe field. Daring 

* or 
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the off season the man goes to the field to take ofi the weeds, etc.i 
the children drive the cattle to the pastures, the women look after 
the house. The man returns at noon, when the midday-meal con¬ 
sisting ot rice is taken with some curry, generally of dry fish. 
From noon to about j o’clock the persons rest whereafter the 
man is off to the field again and returns at sunset. A hot water 
bath IS taken after returning from the field and the evening 
meal principally consisting of bread and of rice if left over from 
the noon meal, is taken. The whole family retires at about 9 f. m. 

Section HI 

The Family. 

Ai> already explained this study is ba.sed on an enquiry into 
individual families, J'he importance of the household or the family- 
group is brought out in anothor part of this work, where the average 
size of the family according to income-groups, and its relation to 
percentage-expenditure on different items of expenditure, etc , have 
been considered. It sulFiccs here to |)oint out the average size of the 
household and the jiroportions ot its constituents. 

The average family consists of 5*66 persons out of whom 3 28 
arc adults* and 2*38 children giving 138 adult to every child. The 
proportion between the adult population and the unmarried population 
below 15 for the presidency is r43:it- 

Another point of view of great social importance from which the 
family schedules can be studied is that of the strength and extent of 
the tie of relation.ship. Leaving aside ten cases each of which shows 
different types of relatives, ranging from father-in-law to the brother's 
son and his wife living together, we may analyse the remaining 135 
cases. Of these, 57 or 39% of the households are purely natural 
families, parents living only with their unmarried children. 
There are 9 more cases of natural families with or without children 
only with the addition of some other relative like unmarried brother 
or sister, widowed sister, father's sister, brother's child, sister's child, 

’•'All m.irrit*d persons cun.sultrred a< adult, while all those that are unmarried 
and below 15 are classed as children. 

fin calculating this proportion we have included the married population below 
15 in the category of adults 
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paternal uncle's child, wife’s mother, wife's brotiier and sister. 
Essentially these are natural families, the relatives being such 
dependents as do not affect the basic household group of husband and 
wife. Very similar to these are those households which contain 
either a widower father or a widowed mother. There are 29 such 
cases in eleven of which there are also other relatives like un¬ 
married brother or sister, brother’s child, widowed sister and her child, 
paternal uncle ,and maternal uncle and their children. The joint 
families with more married couples than one forming a household, 
claim 40 cases or 27% of the total Of these joint families there 
are 19 households with one married son and parents, 9 with two or 
more married sons and parents, 8 with two or more married sons 
and either a widowed mother or a widower father and only 4 with two 
married brothers. Among these joint households there are 5 cases 
having in addition other relatives like deceased brother's child, 
brother’s widow, widowed sister, sister's child, father's sister, paternal 
cousin's child and paternal uncle's child. 

From the foregoing description it is reasonable to conclude that in 
actual extent the natural family—it may be with a slight modification 
in favour of some of the dependant rclative.s-predominates over the 
joint family. Yet the tie of kinship does operate strongly and in an 
altogether beneficial way. Such persons as would otherwise have 
had to be supported by begging are maintained in a much more 
honourable way by the private agency of the relatives. 

Before closing this chapter we may mention the existence oi 
bigamy in five cases. 

Section IV. 

Income of the Family. 

The income of the family considered here is the annual inc6me. 
For reasons already explained in Section I, it was not possible 
to collect the monthly accounts of the family and that is why 
the annual family-budget only is considered. 

The average annual income of the family comes to Rs. 218-6*11. 
This is made up not only of the income from the cultivation of land 
but from other sources also. The following table analyses income 
according to sources. 
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TABLE SHOWING THE SOURCES OF INCOME 


Sources. 

Incf^me 

No. of cases 

1 Percentage of total income 

1 

Faddy cultivation 

Ks. 

21.748 

MS 

; 68-7 

Other cultivation 

2,142 

63 


Skilled work 

1.689 

J3 


Unskilled work 

S.428 

9S 

1 17'* 

Miscellaneous 

66q 

JS 

j 2-1 

Total .. 

31.676 

331 

100*0 


As the budgets of only those who were agriculturists are consi¬ 
dered, it IS not surprising to find that every family supplying 
information reported income from land. The percentage which 
income from land bears to the total is, however, only 687. Land, 
then, is the principal source of income. The source of income 
next in importance to land is casual labour. Out of 145 families 95 
or 65*5% rej^orted income from this source amounting to 17*1% of the 
total income. The nature of this casual labour varies from place to 
place. P'or instance, in the village of Jeeta, owing to the proximity of 
the creek and the sea, the agriculturist finds employment on country 
craft carrying sand ( ) to Bombay. In Dighoda from where the 

salt pans of Uran are not very distant the agriculturist finds 
employment on the pans. Employment is also found on the fields ol 
the richer peasants and on the public works department roads 

The third source of income in importance is “other cultivation” ; 
63 or 43*4 per cent, of the families reported income from this source. 
By other cultivation is meant the cultivation of varkas land, the 
cultivation of chillies, sweet potatoes^ watermelons, etc. The income 
from this source is not so large but it could be appreciably increased 
if the dearth of water was removed and if something could be done 
to prevent the pests of wild boars. The cultivation of chillies, 
watermelons, etc., is undertaken during the off-season, and it appears 
that encouragement to this kind of cultivation would bear good 
results. 

Only thirteen families reported income from skilled work. These 
families followed the professions of;—(i) Carpenters,, (2) Barbers, and 
(3) Makers of idols The fact that the earnings of 13 families 

from this source constituted 5'3% of the total income shows that 
the remuneration received by skilled workers is fairly high. 
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The income from miscellaneous sources is almost negligible, 
being only 2 J% of the total. The miscellaneous group includes 
income from milk, poultry, and the remuneration received by the 
leading man appointed by the landlord. In the adjoining 

cities, there is a considerable demand for eggs and it is surprising 
that agriculturists should not have yet considered poultry breeding 
as a lucrative side oc'cupation. 

It has been already observed that the agriculturist considers 
the inmates of the family as potential producers of wealth. And 
nut infrequently does one hear an agriculturist bitterly complain 
that he cannot give enough attention to his land or cultivate more 
of It because of the limited number of persons in the family. Even 
a child under 14 is looked upon as a productive agent. Children 
of 6 or 7 years of age are often to be seen in the fields driving 
cattle and collecting their dung for purposes of manure. This 
peculiar feature of village family life is not without its S(x;ial signi¬ 
ficance. Once parents get used to the idea that they can legitimately 
count upon even children of tender age to contribute their quota 
to the family income, legislation or propaganda in favour of compul¬ 
sory primary ed.ication can hardly make a successful appeal. The 
following table, showing the relation between income and the size 
of the family, is of interest 


INCOME AND SIZE OF THE FAMILY. 


No. of per.bon'- in j 
family. l 

No. of 
Cases 

'I’otal tinnaal .in 
come. 

Average annual Inrome. 



! - 


2 

11 

1 C^90 

117 27 


lA 

' > 9*5 

' 3 ' 5 ' 7 y 

A 

21 

1 3 ,ii 75 

184 52 

5 

29 

: S1527 

lyo’ss 

6 

23 

1 

2 i 8 'oS 

7 ' 

i 

! 1 C 3 - 

248*67 

h 


; .s. 24 f- 

276*10 

0 

7 

; 2.271; 

^25*00 

ID 

2 

i 

1 

3(19*00 


Section V. 

Expenditure on Groupi of ftenn in the Budgets. 

Information regarding expenditure on the various items finding 
a place in the family-budget was collected for the following groups. 

♦ I case of II, one of 12, one of 13, and one of 1-1 liave been omitted from 
this table. 
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(I) Food, (2) Fuel and lighting, (3) Clothing, (4) House-rent, (5) 
Miscellaneous. Food includes cereals, pulses, condiments and 
spices, tea, sugar, fish, etc. Under the heading ‘miscellaneous’ are 
included tobacco, servants’ wages, foot-wear, gifts, etc 

The following table gives the average distribution of expemii- 
ture on the various groups according to income-classes. 

GROUP PERCENTAGE EXPENDITURE. 


Income-tlass. 

No. (»f 

cas^s 

leverage 
N 0 of 

1 perssjns 
pel 

j f<»nuly 

i 

pekcentage expenditure on 

Foot! 

1 

1 Fuel & ; 
lightiiig I 

Cloth 

ing. 

Kent 

Miscell¬ 

aneous. 

loo and l)elov 

2 z 

377 

76*32 

r 44 ; 

r 1*86 

2g 

8’o(y 

101—200 


5 ’ 3 ^ 

76 57 

3 '.S 

>1*30 

*19 

(S ‘70 

201—300 


C97 

! 7 C 02 

3 12 1 

‘IMS 

J 5 

11 36 

301—400 

n 

6*46 


2 16 1 

1/S8 


10*39 

Abovo 400 


, 8 6r 

7(»36 

'2*02 1 

12*4.4 


iS*Sc 

\1] inrornes 

! MS 

% (^6 

74 o^ 

2*85 

1 i 43 

'13 

1 j 06 


The table bungs out certain things very clearly. First, it 
will be observed that nearly 3/4 ol the total expenditure is on 
food only, the next two highest groups being clothing and miscel¬ 
laneous* Dr. Engel in his well known family-budget investigation 
has laid down the following proposition auwng others as regards 
the relation between income and percentage expenditure on foiKl. He 
bays, “ The greater the income the smaller the percentage ol outlay 
lor subsistence” 

It would be of interest to see how far this proposition has been 
borne out by the results of the present investigation. It will be 
seen that it is not supported by the present enquiry which reveals 
no well marked tendency l^ercentage expenditure on looci is 
slightly higher in the second and the fourth income groups than in 
the first and much higher in the fourth than in the third. Only in 
the last income group does the percentage on food fall considerably. 
What may the cause of this be } Perhaps Dr. Engel’s laws apply 
only to those communities and classes in which even the poorest 
section gets the minimum necessary for subsistence and have a 
(.lefinite idea of a standard of life. 

The following table showing the actual expenditure of different 
groups of items per family and per capita according to income-class 
is very interesting in this connection :— 






Actual annual expenditure of the family according^ to tncotne-class. 
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The figures in brackets represent income or expenditure per head* 



SOME village studies 


477 


It will be seen that the actual expenditure of the family in the 
different income-groups increases with the income. But this need 
not lead one to make the easy statement that either more or better 
food is being consumed, for the simple reason that the size of the 
family also varies with the income. To arrive at an accurate idea, 
therefore, it is necessary to consider the per capita expenditure in 
the various income groups. The figures for per capita expenditure, 
given in brackets in the table, bear out the same tendency as the 
figures for actual expenditure of the family. From this fact either 
of the two conclusions is possible. First, the higher income groups 
spend more on food because the expenditure of the lower groups 
is not sufficient to procure adequate supply of food, or second, that 
the higher income groups have a better and a more varied diet As 
regards the latter it may be pointed out that the average agricul¬ 
turist of the villages studied, whether rich or poor, does not consider¬ 
ably change his diet, the standard of life being more or less fixed. 
With higher income the only additional luxury in which a family 
may indulge is the consumption of more tea and sugar. But this 
alone is not enough to explain the differences. 

Additional proof in support of the conclusion that the lower 
income groups live below the subsistence level is adduced by the 
minimum subsistence budget published in the appendix. The budget 
shows that the lowest ])er capita expenditure on food is Rs. 27-4-0. 
The above table shows that while the first two income groups, 
comprising 81 families, are below' the minimum level, the last two 
groups conprising only 26 families are above this level. The third 
group, i.e , with income varying from Rs. 200 to Rs. 300,consisting of 
38 families, is just on the border. Thus, 56 per cent, of the families 
spend on food less than the minimum necessary for subsistence, 18 
per cent, spend more than that and only 26 per cent, spend as much 
as is required by their minimum requirements of food. 

As regards expenditure on clothing, the various income-clas.ses 
excepting the last do not show any marked variation. The needs of 
the agriculturist as regards clothing are extremely few. All that 
he requires is four to six loin-cloths, a dhoti and a shirt for 
occasions, two saris for his wife and a blanket to keep off 

cold and rain. Only families in the last income-group appear to 

5 
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spend on*clothing more than what is absolutely essential for covering 
the body. 

The fuel and lighting group of expenditure includes expenditure 
on oil for burning, and matches. Fire-wood is generally procured from 
the jungle and is supplemented by cowdung cakes. Excepting in 
Sai, where sweet oil is burnt, kerosene is mostly used. 

Under the heading miscellaneous are included, servants* wages, 
amusements, tobacco, pansupari and footwear. The bulk of the 
expenditure in this group is on tobacco. To the agriculturist, 
working in the field, tobacco is not so much an article of luxury as 
of necessity. The ability to spend more on miscellaneous items has 
rightly been v^garded as indicating a greater margin above the 
subsistence level. Applying this criterion to the present data it is 
seen that only families in the last income-group have anything like 
a considerable margin left for spending on these items. 

Looking at the above table as a whole and particularly at the per 
capita figures the inevitable conclusion forces itself upon us that 
families with incomes of Rs. 200 and below live below the minimum 
level and only those with an income of Rs. 400 and above can allow 
themselves the use of comforts above the minimum level 

Section VI. 

Indebtedness. 

It is pioverbial that the Indian agriculturist is heavily indebted. 
Calvert and Dailing, Mann and Slater, Jack and Keatinge have all 
tried in their own way to gauge the extent of this indebtedness. 
The trumpet call of the Famine Commission first rivetted public 
attention on this singular feature of the Indian peasant's life. Little 
or nothing has yet been done to eradicate this evil, though the 
co-operative department is making attempts to remedy it. 

The need of our times is not so much the ready-made solution of 
problems but information regarding their nature and extent. With 
this in view the authors have tried to collect complete and reliable 
data on the subject of indebtedness. 

The average indebtedness per family of the 145 families studied 
comes to Rs. 2777 or roughly Rs. 278. Excluding ‘ five cases in 
which debt was incurred for a productive purpose involving a heavy 
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outlay, it comes to Rs. 236*8. The following table shows the fre^ 
quency of debts. 


TABLE SHOWING THE FREQUENCY OF DEBT 


Amount of debt. 

No. of 
cases. 

Amount of debt. 

No. of cases. 

Nil ; 

18 

Rs. 301 to Rs. 400 

8 

Ks. 100 & below 

4 S 

Rs. 401 to Rs. 500 

7 

Ki*. loi to Rs. 200 

,M 

Rs. 501 to ks. j,ooo 

6 

Ks. 201 to Rs 3(K) 

22 

Above Rs. 1,000 

5 




_» 4 S 


It will be seen from the above table that out of the 145 families 
studied, only 18 are free from debt The percentage of indebted 
families to total families is thus 88. The amount of debt per family 
as has already been pointed out is Rs. 2 ^^6*8. The average annual 
income per family is Rs, 218. The average family thus owes more 
than its annual income 

The agriculturist usually borrows money from a local ‘Sawkar’ who 
is a Marwari. The purposes for which debts are incurred are very 
various. The following table gives an analysis of debts according to 
the purpose for which they are incurred. 


INDEBTEDNESS ACCORDING TO PURPOSE 


Purpose 

No. of 
cases. 

Total amount 
of debt. 

Percentage of the 
total. 

Marriage 

SS 

Rs. 

13)145 

32 64 

Purchase and improvement 
of land 

24 

11 , 9*0 

29’57 

Household expense 

45 

4.56s 

11 * 3 * 

House-building 

10 

1,610 

4*00 

Purchase of machava 

5 

7 ) 1*5 

1769 

Liquidation of family debts 

6 

1,030 

2*56 

Purchase of cattle j 

7 : 

893 

_ i 

2*22 

Total .. 

IS** 

40,278 



There are 152 cases here because a family incurring debts for different purposes 
appears twice or thrice, as the case may be under these purposes. 
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It will be seen from the alxive table that in nearly two-thirds of 
the cases the purpose for which debt was incurred was either 
marriage or household expense both purely unproductive purposes. Of 
the total debt, 32'64 per cent is for marriage and 29’5 7 for purchase 
and improvement of land. The reason why cases of family debts 
are so few is probably this that they are liquidated by means of 
mortgage or sale of land. 

The rate of interest charged varies from 10 percent, to 75 percent 
the most common being 18 and 25. The rate of 75 per cent, appears 
staggering. But it will not surprise any close obsert'er of village- 
life. The ways of the money-lender are inscrutable, though his 
difficulties also of recovering his money are many. In fact, it is well 
nigh impossible to give any correct figure regarding the rate of 
interest charged and the figures given above should be taken for 
what they are worth. For a proper understanding of the whole 
mechanism of lending and borrowing in villages, a little more detailed 
account of the system would not be out of place here. 

As often as not, the potential victim of the Marvvari (money¬ 
lender) first crosses his threshold for a friendly loan to celebrate 
the wedding of his son or brother who has perhaps reached the very 
mature age of 16. In the fulness of his knowledge of local condi¬ 
tions it takes the Marwari little or no time to decide whether or not 
he is going to lend money and on what conditions. Negotiations are 
then opened and with all the air of aiming at a compromise and with 
friendly assurances of perennial help to the man in difficulty, the 
Marwari arranges the most advantageous terms to himself. This 
takes many forms and various shapes. If the borrower is a 
person of consequence and capable of offering a good security the 
rate of interest charged is fairly reasonable, that is, 12 to 15 per cent. 
If even this rate is considered too high by the borrower the Marwari 
tries to meet his wishes by making very reasonable proposal to sign 
a bond for say Rs. 125 in actual payment of Rs. too only and by 
charging interest at a rate of 4 to $ per cent. Those furnishing no 
security have to pay interest at a rate varying from 50 to 75 per cent, 
or alternatively to sign a bond for double the amount borrowed in 
which case the rate of interest charged is very low. But perhaps the 
most original system of lending which the money-lender has devised 
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is to grant loans in kind just before the sowing season. The agri 
culturist has by this time consumed the last grain of corn in his 
granary and being in great need of seed to sow and food to eat 
he borrows corn from the money-lender. The money-lender 
hardly ever refuses a request for a loan of this kind. Far be it 
from him to refuse anything to the needy. For, does not the agri¬ 
culturist believe that far from his being the engine of his destruction, 
he is his untiring benefactor during lean seasons and hard times. 
When, therefore, the peasant goes to borrow corn, it is readily given 
to him with one solitary reservation that for every maund of corn 
lent 1J or 2 maunds (this depends on the economic condition of the 
borrower) shall be returned at the time of the harvest. And the 
money-lender sees to it that this condition of the loan does not remain 
unfulfilled when the harvest-time comes. 

In fairness to the money lender it must be pointed out that the 
high rate of interest charged by him is largely due to great risks he 
runs in recovering the money. Of course he is sufficiently resource¬ 
ful and rises to the occasion. If the debtor fails to pay, he goes to 
the court, if the court fails him, he intimidates and browbeats the 
man and creates soc^ial opinion against him. And even cases in 
which having failed to recover his dues the money-lender has made 
his debtors serve as serfs are by no means rare. 

Section VII. 

Land. 

Of the four villages studied one was an Inant village. In an 
Inam village the land is owned not by the state but by an individual 
who has all the rights that the state possesses in r\on-/nam villages. 
The cultivators of land can be divided into three classes:—(i) 
Those who cultivate the land belonging to them and pay the state 
a rent or a tax fixed for a period of time ; (2) Those who cultivate 
the land belonging to a landlord and pay him an annual rent; (3) 
Those who cultivate land belonging to them and also land belonging 
to a landlord. 

Cultivable land can be divided into two classes:—(i) Varkas 
land and other land. On Varkas land cereals like Nachaniy 
Variy etc., and vegetable fruits like chillies, sweet potatoes, etc., are 
grown. The extent of such cultivation is, however, limited The 
agriculturist's first preference is fur growing a paddy crop and he 
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grows crops on the Vufkas only to supplement his income. Besides 
this» the Varkas land needs a great deal of looking after and it is 
not always possible for cultivators with small families to bestow 
that care. Varkas is usually situated on hilhslopes and far away 
places which are open to frequent and ruinous inroads by boars. 
Also, some of the most lucrative of Varkas crops like Val^ Ratali 
and chillies can be raised only during the dry season, and the chronic 
scarcity of water during this season is a veritable hindrance to the 
proper cultivation of such land. 

Paddy land can be divided into two classes :—Godi and Khari. 
The former requires more manuring and care but its yield, inspite 
of the vagaries of the season, is more steady. The latter when the 
rains are good yields bumper crops, but a chance failure of the 
season or an accidental inflow of the creek water may ruin the crop 
altogether. The one thing to guard against in this kind of land is to 
see to it that the dam protecting the fields from the sea water is in a 
good state of repair. This needs constant vigilance and unremitting 
toil on the part of the cultivator. This done, however, the labour on 
the field itself is less than on Godi land. On Godi land, given plenti¬ 
ful supply of water, it is possible during the dry season to grow water¬ 
melons which yield a good return. But here again, the dearth ol 
water and boar jiests are formidable difficulties. 

Tenants cultivating land belonging to a landlord have usually to 
pay about half its yield to him, while those owning it pay between 
one-seventh to one-eighth of the yield to the state. With a favour¬ 
able season and average care of the land an acre of ordinary land 
yields about one Khandi of paddy which at the ruling market rate 
fetches from Rs. 55 to Rs. 60. 


The following table shows the average amount of land owned and 
rented per family. 





Average per 


Average pel 

Name of 

No. of 

1 rented 

1 in dcre.s. 

family of 

Total land 

family of 

village. 

cases. 

1 

rented land 

1 (in acres.) 

owned. 

owned land 
(in acres.) 

Taki 

7 

.^3 

4 * 7 * 

8 ‘ 4 S 

1*20 

Dighoda 

3 * 

7.5 

1 2 42 

82 60 

111 

Sai 

42 

121*5 

2*89 

29*93 

0*71 

Jeeta 

6S 

55 4 '> 

o*8s 

107*71 

*‘65 

Total .. 

145 I 

284*99 1 

I ’97 

228*69 

I-.58 
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The above table shows that the average land per family comes to 
3*55 acres, consisting of 1*97 acres of rented and 1*58 of owned land. 
The latter figure would be substantially lower if typically Konkan 
villages only were considered. Jeeta as has been already pointed out 
is an Inam village where the cultivators themselves are landlords 
and the Inamdar has a status similar to that of the state in other 
villages. There is, however, this distinction, that owned land in 
[nam village is in the same category as rented land in British 
territory. I'his distinction is not without a difference. For instance 
an acre of owned land in either an hiam or a British village falls in 
the same class from the jxnnt of view of investment but the differ¬ 
ence in the annual net return is substantial. An acre of owned land 
in British territory gives a return of 7/8 of the yield while in an 
Inam village only half is available to the tenant. If Jeeta is exclud¬ 
ed from the tabulation the average land per family comes to 4*38 
acres, consisting of ['51 acres of owned and 2 87 acres of rented land. 

FREQUENCY DISTRIBUTION OF LAND CULTIVATED 

BY A FAMILY. 


Numbers nf Aries 

1 

I Number of Cases. 

Below I 

22 

Hriween i aiid i 

M 

, 2 ,, 


1 M S * 

27 

,, S .. 

iS 

Above S 

; 10 


M5 


To bring out the implication of the above table it may be pointed 
out that 28 households cultivate 240*4 acres of land, i. e., 19 per 
cent, of the families cultivate nearly 47 per cent, of the total land. 


Section VIII. 

Health of the Agncultunst, 

Not infrequently does one hear in the public press and on the 
political platform of the many-sided glories of life in an Indian village. 
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Among these are included not only the simplicity and grandeur of 
the peasant’s life but also his great bodily vigour and magnificent 
general health. And the slogan ‘back to the villages’ owes its 
origin as much to the faith in the spiritual elevation brought about 
by the environment of the village as to the beliefs in the health 
giving power. These idealistic beliefs regarding village-life are 
however largely illusory. A close observation of the villages under 
study shows that the inhabitants of villages, instead of being pictures 
of health and vigour, often are emaciated, disease striken, worn-out 
and altogether very depressing specimens of humanity. And this 
is not surprising when one sees that m the villages studied, at 
least a quarter of the adult population was suffering from guinea- 
worm and an equal proportion of the children had their bellies 
bulging out in the most unnatural fashion. It is not surprising 
that disease should be rampant for the conditions under which the 
agriculturi.sts live are such as cannot ])revent disease and sickness. 
The thatched huts in which the bulk of the agriculturist live are 
besmeared with cowdungand no wonder then that they become verit¬ 
able breeding places of all kinds of vermin. Hut insanitation and 
disease do not stop only with making the peasants lead mutilated 
lives. They have also a lethal effect. 

The root cause of disease in villages is the insufficiency of pure 
drinking water. Cases in which during the four months preceding 
the monsoon the agriculturists have to travel half a mile—and at 
times even more than a mile—to fetch a pail of drinking water are 
by no means rare. And even when so much trouble has been taken 
there is no guarantee that the water would be pure. The scarcity 
of water impairs both the health and efficiency of the worker. Health 
suffers because the impure drinking water carries germs of guinea- 
worm which confine the patient to his home often for several months. 
Efficiency is no doubt impaired and this for four reasons ; First, 
a great deal of the agriculturist’s time which properly ought to be 
spent on the field is wasted on such a trivial operation as getting 
drinking water ; second, the work in itself is so fatiguing that just 
at the time when the agriculturist must be in great bodily 
vigour to begin his operations for the season, he is completely 
tired and worn-out; third, an inadequate supply of water during 
the months (the hot months) when it is most required, cannot fail 
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to affect health and vitality ; and finally, the poor unfortunates who 
are striken with guinea-worm are in the helpless condition of those 
who have a desire to work but are unable to do so. 

While dealing with the expenditure on rent, the kind of housing 
found in villages has already been discussed. These houses (huts) 
in villages, lean and rickety, as they are, with little or no ventilation 
and no drainage, are the breeding places of mosquitoes, bugs, and 
other vermin. This is no hearsay for the authors themselves 
have been feasted upon by these unwelcome guests. 

It has been possible to collect from the village records vital 
statistics for three of the villages studied. The average death 
rate in these villages during the years 1923—1925 was 24*2 per 1,000 
of the population. The death latcs in 1923 and 1924 were 3274 and 
33'44 for Bombay city and 25*89 and 27*63 for the PresidenCJ^* 

Nor is only general death-rate fairly high Deaths among child¬ 
ren below 5 years of age are 41% of the total deaths. And deaths 
during the productive ages of 25-—50 ar^ 22% of the total The 
most common cause of death revealed by the rec'ords is fever but 
deaths due to consumption are not uncommon. Out of the 143 
deaths recorded, no less than 23 were due to consumption, and 
there is every chance that some of the deaths the cause of which was 
assigned as fever were also due to this diseeise. These figures 
show that all is not well with the villages. Whether this unfor¬ 
tunate state of affairs is due to poverty, disease, ignorance or want 
of sanitation, that is to say to ]'»reventable or non-preventable causes, 
is more than one can say. Our duty ends with only pointing out 
that the problem of public health exists as much in villages as 
in cities. 

The birth records showed an average birth-rate ol 46*6 per 1,000, 
the birth-rates for the Presidency in 1923 ami 1924 were 35*58 
and 35*60 respectively. 

Section IX. 

Conclusion. 

In the foregoing pages an attempt has been made to tabulate 

* Diiector of Public Henlih f<'r tlu* Government of Honil)a> ; Report? for 
1923 and pp. 4 S and 67 resperlively. 
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the results of an enquir}'* into the socio-economic conditions of four 
Konkan villages and to draw some broad conclusions therefrom. 
The method followed in the investigation has been what is known 
as the intensive method of enquiry. But the study has not been 
as intensive as that of Le Play for instance, nor can it be said to 
be absolutely free from error. Even the keenest investigator 
cannot often escape a certain amount of bias, intentional or other¬ 
wise, in the selection of his families or in the method of his investi¬ 
gation. These faults, inherent in the nature of such enquiries, must 
therefore have existed here also. However, it must be pointed 
out that the authors have selected only such budgets for tabulation 
as in their opinion showed the least amount of bias on their own 
part and the minimum amount of exaggeration on the part of the 
families supplying information. 

The heterogeneous nature of the population of this country, the 
varying habits and customs of its people, the differing climatic 
conditions of its Provinces, make it absolutely impossible to apply 
with any degree of certainty the results of an enquiry in a small 
tract to a whole region. What may be true of a few villages in 
the Konkan may not apply to the Presidency, and what may be 
true of the Presidency may not be true of the whole country 
This then is the great limitation of the present study and those 
making use of it for any purpose—social or economic—cannot afford 
to ignore this consideration. 

Bearing in mind these two considerations, the possibility of 
error creeping in into the enquiry itself, and the limited application 
of Its results, we may point out some of the salient results of this 
study. First, the average annual income of a family is nearly the 
same as the average expenditure; even when interest charges are 
not allowed for; second, as a result of this state of affairs the agri¬ 
culturist is heavily indebted ; third, debts are most frequently 
incurred for the purpose of marriage rather than either for a pro¬ 
ductive purpose or for defraying house-hold expense ; fourth, the 
average rate of interest to be paid on these debts is very high and 
presses very heavily on the agriculturist; fifth, there is reason to con¬ 
clude that 56% of the families studied live below the minimum level 
of subsistence ; sixth, comforts are so few that they may be said to 
be non-existen ; seventh, housing is very bad ; eighth, there is 
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great scarcity of water both for the purposes of drinking and 
cultivation; ninth, there is not enough land for the agriculturist 
to employ his whole time on or to draw his subsistence from ; 
tenth, as a result of these circumstances the health of the agricul¬ 
turist is none too g(XKl ; eleventh, this state of affairs cannot be 
attributed to largeness of families or to parasitic dependants; twelfth, 
there is sufficient co-operation and group-sprit among the agricul¬ 
turists to encourage introduction of reforms by administrators. 

With a view to understanding the psychology of the agriculturists 
we usually interrogated each agriculturist, after he had given us 
the details required in our schedule, as to what he wanted to make 
him happy. He would invariably tell us that (z) he would like to 
see the rate of interest reduced to 8 or 10%, (u) he wanted more land 
for cultivation, {in) he required more water, (iv) he wished that 
the jungle or forest laws were so worked or modified as to give him 
more facilities for grazing cattle and cutting fire-wocxl. Questioned 
as to whether there was any land in his village that could be made 
available for him he would generally say that there was none in his 
own village but there was enough in some village near by. Neverthe¬ 
less he was definitely against moving from his own village. He 
was willing to give his labour free if any scheme of either deepen¬ 
ing an already existing tank or of digging a new one were taken 
up by some authority. There was no teacher in two of the villages 
—Jeeta and Dighcxla. The people told us that they would pay a 
maund of paddy annually and some cash monthly to a teacher for 
every child that took instruction under him. Apart from this 
desire to give some instruction to their children their wishes do 
not soar higher than that of getting some more rice to eat and 
tea to drink and of being free from debts. 

Asked whether the small size of the holding and its lying 
scattered in small plots was a serious handicap to good husbandry, 
the agriculturist would say that it was rather bad for him yet it 
was not a great evil. He would certainly oppose any scheme of 
redistribution because the present distribution is traditional and 
sacrosanct. 

It has been pointed out above that 56% of the families studied 
live below the minimum level of subsistence and that the general 
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standard of life is extremely low. But it is essential that the term 
‘standard of life’ should be clearly explained ; for, very few terms 
have been more frequently used—or shall we say abused ?—without 
their full implication being grasped. ‘ Standard of life ’ or ‘standard 
of comfort ’ are terms that ‘ half reveal and half conceal the soul 
within'. 

Standard of life can be actual or ideal. The actual standard 
of life indicates the conception foimed by the individual or the 
class to which he or she belongs of the elements which make ade¬ 
quate living. This of course includes food, shelter, and clothing. 
But the conception varies ; and there is and cannot be a fixed actual 
standard of life. 

As regards the ideal standard of life it is fixed by those who 
look at society through their own spectacles. The idealist, for 
instance, fixes for every individual in a [progressive society a 
standard of life consisting of means not only adequate for a mini¬ 
mum subsistence but he makes allowance for a life of comfort and 
culture as well. The cynic, on the other hand, believing in the iron 
law of wages, thinks all talk of a standard of life as utter nonsense. 
The state of perfection depicted by the idealist, where every 
individual can live a life of sufficiency and ot culture, is unattained 
and perhaps unattainable. But on the other hand, the iron law of 
wages and its exponents have, thanks to the awakening of the social 
conscience and the sense of scx:ial justice, died a slow but a 
natural death. The position, therefore, is that every enlightened 
state admits, overtly or otherwise, in its administrative decrees and 
statutory laws, the right of the individual to live a life in which not 
only adequate subsistence is obtained but also a few decencies of 
life are permitted, though all states have not yet been able to enable 
their constituent members to attain such a standard of life. 

It is evident that the culture-part of a standard of life being 
subjective is bound to be very varying. And the question is whether 
from the point of view of health and efficiency at least we can 
determine what constitutes an adequate standard of life. As regards 
the minimum of shelter, clothing, and even conventional necessaries 
a rough and ready standard can be arrived at by a process of thought 
and experience. But while considering the minimum of food 
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required to keep the body in vigour, the help of the expert has to be 
sought for. In countries like England, America, and even Australia 
an analysis of the minimum of food required is being made by 
physiologists and bio-chemists in order to offer the state some 
guidance in deciding up )n a minimum wage. Apart from the question 
of^a minimum wage, the problem of the quality and quantity of di^t 
required for bodily vigour is sufficiently important in itself to merit 
consideration. And particularly so in this country where it is a 
question of conservation and distribution of limited supply of 
economic utilities. For this purpose a definite lead from experts is 
needed. We want to know, for example, what is an ideal dietary in 
this country, with due regard to climatic conditions, the type of work, 
etc. In the countries mentioned above such a dietary has been 
more or less determined. But its use for us is very limited. 

The object of the writers has been to state facts rather than to 
suggest remedies. But this much is certain that while dealing with 
a section of population comprising more than 73% of the total the 
remedies that will have to be adopted cannot be only such as are 
dictated by the exigencies of the moment. The problem of the 
poverty of the masses is a big and a serious one and remedies 
equally big and serious will have to be adopted. As Mill has said 
‘When the object is to raise the permanent condition of the masses, 
small remedies do not only produce small effects, they produce no 
effect at all.’ 



490 


S. R. DESHPANDE AND G. S. GHURYE 


APPENDIX 

Mhnmum Subsi^knce Budget of a Family of Husband^ Wife and 
Tivo Children^ 


Item. 

Quantity. 

Expenditure. 



Rs. 

as. 

Paddy 

I Khanch 12 Mds. 

92 

13 

Dry Fish 


6 

0 

Sweet Oil 

10 Seers 

2 

0 

Onions 

Mds. 

I 

8 

Chillies 

15 Seers 

2 

4 

Turmeric 

7 Seers 

2 

0 

Garlic 

t Seers 

0 

10 

Salt 

1 

4 Md. 

1 

4 

Coconut Oil 

' i 

i j 

0 

8 



108 

15 

Clothing 


16 

0 

Kerosene Oil | 

3 

8 

Tobacco 

lo Seers 

2 

8 

Miscellaneous 

;• 

8 


138 

7 


lhis> budget reprebents the minimum requirements according to the ideas of 
the people. 
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(With Spkcial Referknce to Madras Presidency). 

BY 

N. G. Ranga. 

An average cultivator of the deltaic villages which pro¬ 
duce only one paddy crop per annum finds employment for only 
six months in the year on his or other's lands. Usually such a 
cultivator has not enough .lands to keep him engaged for six 
months with theconsequence that he is obliged to seek work on others’ 
lands. As he is scarcely in a better position than an average 
Sudra worker, as far to get unemployment is concerned, the following 
quotation made from my own book “Economic Organisation of 
Indian Villages, Vol. i” can be safely taken as applying tf) his 
conditions. “We find from the 15 family budgets of Panchamas 
collected for this enquiry that a worker got employment on the 
average on 23 days and was unemployed for moie than 3.J 
months in the year. But the budgets of six annual servants are 
included in our enquiry and so actually the amount of employment 
secured by a wage-earner must be much less than months in 
the year. On the other hand, an aveiage Sudra worker of the 
four families whose budgets are collected, was employed on 212J 
days in the year. We can, therefore, safely conclude that an average 
worker in these deltaic villages is unemployed for more than 3 
months in the year”. 

A cultivator of villages which arc chiefly dependent upon dry 
crops is employed for more than ten months in the year, provided 
he has 20 acres of land. But an average cultivator fares little 
better than an average wage-earner and is “Unemployed for 4 months 
and is underemployed for two more months in the year."* 

There is practically nothing to do for such average ryots or 
workers during the slack perkxls. But it must be admitted by 
every one w'ho has watched these ryots from close quarters that 
there is practically no desire among them for additional employ- 

* Economic Organisation of Indian villages, Vol. 2. 
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merit. It is a problem for a p.sychologist to find out the causes 
for this apathy. I am apt to think that the consciousness that 
there is no possibility for finding additional employment, the absence 
of any efforts made by any bcxly of people to create such employ¬ 
ment and the lack of any agitation to press home the advantages 
of continuous employment and the disadvantages of seasonal or 
other periods of unemployment are the chief causes for the existence 
of this apathy and the ignorance of ryots as to the causes and dan* 
gers of unemployment. 

Subsidiary industiies often fail to yield economic wages to these 
workers Yet people are glad to work in them as they realise 
that small earnings, even tho igh they may not constitute an economic 
wage, is better than no earnings, during periods of unemployment 
or under-employment. The realisation of this fundamental fact 
underlying the economics of subsidiary industries is absolutely neces¬ 
sary before any progress in the development of such industries can 
be made on a sufficiently national scale. 

There are various means by which Government can encourage 
the adoption of subsidiary industries. First of all, propaganda 
work must be undertaken on an industrie.s scale preferably thnnigh 
the medium of “Village Agricultural Panchayats” which are proposed 
later on in this paper to make the ryots and rural workers realise 
that it is necessary and beneficial to employ their spare time 
in working in some subsidiaiy industries. In this connection 
the experience of the movement is invaluable. Khaddcr 

enthusiasts found that though ryots, agricultural workers and their 
women realised the monetary advantages of hand-spinning, they 
were unwilling to take to that work because they were unable 
to get over their lethargic habits. It is necessary to remove this 
unwillingness to work by infusing into the masses a desire for 
ailditional comforts. 

Secondly, people must be convinced that what they produce 
will find a ready sale in the market. Hand spinning went on 
merrily in the Ceded-Districts as long as there were Congress¬ 
men ready to pay the workers wages and to give them 
additional work regularly But as soon as the spinners were left to 
themselves to find a market for their yarn, the industry collapsed 
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lamentably.'*' Thirdly, the Government must develop a policy of 
giving some ‘relief’ to the unemployed and also to the people who are 
unable to work. Though there are at present many iinemploy 
ables, they can all be turned into active workers if some encourage¬ 
ment is shown to them. The workers and ryots who are really 
anxious to work but are unable to find work will also benefit 
themselves to a great extent if such encouragement is given to 
them. In England, the State has insured the workers against 
unemployment and has a scheme of giving relief when it cannot 
provide them with any work. It may be impossible for the 
Government in India to insure its people against unemployment 
under the existing state of general poverty but it is absolutely 
necessary to do two things; first, to give subsidies varying in 
accordance with the amount produced in industries which are 
organised by voluntary bodies such as the Khadder Boards ; second, 
to organise on its own initiative Co-operative Societies both to 
finance and to market the products of such industries. In that case, 
Khadder Boards and such other institutions can undertake to run 
certain subsidiary industries such as hand-spinning, and hand-loom 
weaving. Village Agricultural Panchayats and other semi-public 
organizations can encourage the development of industries such as 
knitting, darning, tailoring, lace-making, on the lines of the various 
Missionary Industrial Schools existing in the Madras Presidency. 

Hand-spinning which is dismissed without any consideration in 
the Government circles can bid fair to become a very useful 
and profitable bye-employment on a national scale as very 
few other industries can. There is a constant and large demand 
for the products of this industry in this country and it is 
sure to rise as more and more people take to wearing addit¬ 
ional clothing. Workers, especially women, can find sufficient 
employment in this subsidiary industry for many days in the 
year and they can work in an environmnet most congenial for 
Indians. The idea of this industry is economically sound and I do 
not see, as a student of Economics, any objection to the State’s sub¬ 
sidising this industry, if it is organised on a national ‘ scale by 

* A report submitted by the author to the Oxford University on the “Kco* 

noniic Organisation of the Cotton Mill Industry of Madras Presidency.” 

; 
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voluntary workers. 

It must be realised that different kinds of work must be found 
for different kinds of workers, i. e., men and women. Additional 
employment can be provided for unemployed men by developing 
schemes of laying out arterial roads, by constructing bridges over the 
innumerable streams and canals that we find in the country, by laying 
branch and feeder Railways, by digging water-ways so that water 
transport can be developed, and by such other schemes as may in 
course of time increase the productive power of the country. The 
primary responsibility of investigating into the possibilities for 
additional employment must rest upon the Local Boards and Village 
Agricultural Panchayals and the various Federations and the State 
will be required to subsidise their various schemes of work. 

It was found in the course of my enquiries into the economic 
conditions of labour of both deltaic and dry villages that workers 
could have got more employment and could have thus lessened the 
amount of their unemployment if they had had opportunities to 
move into one another's regions in search of employment. I think 
this is a common feature in the economy of most of the villages in 
this Presidency. The only way to minimise unemploymenc of work¬ 
ers of different regions of the country is to establish Employment 
Exchanges which will have to work in co-operation with Village 
Agricultural Panchayats, These Exchanges will have to inform 
workers about the possibilities of additional employment at various 
seasons and to arrange with the employers for paying the railway 
fares, etc., to the workers. 

Women in London skims arc employed in large numbers in 
knitting, tailoring and darning and so arc the women in Germany. 
We must organise Co-operative Societies to manufacture lace-gootls, 
fancy materials, cane-chairs, embroidered goods, brushes, pen-knives, 
dolls and such other things by workers who labour in their own * 
homes. Baskets into which various designs are worked can also be 
produced. In addition to all these, poultry farming, bee-keeping, 
fruit-growing, dairy-farming and manufacturing sweets, cakes and 
preserved chutnies with starched rice, rice and wheat flour and other 
things can be carried on by village women. 

There are, however, a number of obstacles in the way of 
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expansion of the subsidiary industries, said to be suitable for men and 
women, (i) The incentive to work is not so strong among the 
rural masses of India as it is among English urban workers. They 
need, as an Englishman once put it, ‘ A match to put in them ’ 
and all possible encouragement should be given to persuade 
them to realise the advantages of continuous work. (2) The 
absence of Co-operative Societies on a sufficiently large scale 
to organise the marketing side and the ignorance of the masses 
about the economic potentialities of such industries are some 
of the most important causes for their slow growth. (3) The 
rural masses are devoid of business skill and are ignorant of the 
methods of organising new industries. (4) Vaisyas who are the 
hereditary business-men of the Andhra country are lacking in imagi¬ 
nation in seeing the po.ssibilities for any new industry and 
in constructive skill in organising such an industry. (5) Indivi¬ 
dual workers are unable to invest any money in these industries 
and are unaccustomed to the methods of co-operatively working 
and marketing their goods. (6) There is an extraordinary dearth 
of institutions in the Hindu society for encouraging thrift, industry 
and economic progress. The incentive to earn something, to save 
as much as possible and to get an additional income per month 
is a.s strong among Indian women as it can be wished for but 
there must be some organisation such as a Women’s Institute to 
give a chance for such incentives to take practical effect. 

Government can do one of two things, to establish “ industries 
connected with the preparation of agricultural produce for 
consumption,” i, e.y by directly establishing poineer factories 
or by guaranteeing a certain amount of dividend upon the sums 
invested in private companies which are controlled by the Govern¬ 
ment. ‘Tn connection with the development of industries the 
policy of Government has been (i) to start poineer factories with 
a view of ascertaining the commercial possibility of manufacturing 
articles not produced in the Presidency (Madras) and (2) to grant 
State-aid under the provisions of the Madras State-Aid to Industries 
Act to private enterprise for starting new industries.” 

Though the Industrial Commission of 1916-18 supported the 
theory of Government Pioneer Factories, the Madras Government 
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has recently decided to give up such a policy hitherto followed. 
It says It is now becoming clear that the prospects of the Depart¬ 
ment’s (Industrial) efforts in helping the initiation of large 
industrial undertakings in this Presidency involving large capital, 
the use of complicated machinery and competition in the world 
markets and requiring highly specialised knowledge are not very 
bright for the present”. Bui it was found as a result of my 
enquiries into the Economic (Organisation of the Cotton Mill Indust¬ 
ry of the Madras Presidency that many mistakes were committed 
by many of the managing agents of cotton mills because of the lack 
of any organisation to inform them about the proper methods 
of organising and to guide them in running such mills In fact it 
is necessary that the Department of Industries must concentrate 
much more attention upon the possible ways of guiding the cotton- 
mill industry than at present. Moreover my enquiries into the 
** Economics of the Hand-Loom Weaving Industry ” show that the 
Department must come forward to help the industry much more 
directly and on vaster scale than at present. Hence though the 
preference shown by the Madras Government to agricultural industries 
is to be commended, its proposed neglect of the present and future 
industries, run on a large scale, cannot be said to be in the best 
interest of the country. This so-called ‘ rural bias * of the Madras 
Government which has manifested itself at the eleventh hour—for 
the policy was changed only in October 1926—is sure to militate 
against the best interests of the rural public for the following 
reasons. 

(1) Government cannot do anything to establish “ Industries 
connected with the preparation of agricultural produce for consump¬ 
tion such as oil-pressing, sugar making, utilisation of wheat-straw 
for card-board”, because such enterprises cannot come under the 
purview of the Department whose attention according to the pro¬ 
posed policy of the Madras Government ** must be directed mainly 
towards the organisation and development of small industries prefer¬ 
ably on co-operative lines”. 

(2) To take oil-pressing as an example, only Rs. 53,94,000 
worth of oil was exported as against Rs. 756,98,000 worth 
of oil-seeds in 1922-23. It does not need much argument to 
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realise that much additional employment can be afforded to the 
rural masses if all the oil-seeds exported are utilised to manufacture 
oils and cakes in our own country with the most up-to-date 
machinery. Taking cotton seed again, the cake is much more valuable 
as cattle-food and the oil is much more readily marketable than seed. 
Cotton-oil is used in the manufacture of soaps, candles and lard 
and it is quite possible to produce all these in India with our 
cotton-oil, provided we have the necessary industrial organisation. 
But private enterprise in rural India is specially shy and is 
very conservative in its outlet The Industrial Commission recog¬ 
nised this fact and, therefore, recommended that the Government 
should come forward not only to give technical guidance but also to 
guarantee a certain amount of dividend. I put the proposal of a 
cotton-oil pressing null before many big capitalists of different 
districts of the Andlira country but none of them was courageous 
enough to venture into this highly profitable industry. Hence it is 
unwise to decide that “ Pioneer manufacture will be mainly left to 
private enterprise in the future. 

It is, therefore, absolutely necessary that the Government should 
come forward with well worked-out schemes for the establishment of 
factories or mills to utilise the agricultural produce of the country, 
to turn out manufactured goods and thus to provide additional 
employment for the rural masses. It should be prepared, 
moreover, to guarantee a fixed rate of interest upon the capital 
invested in such enterprises in addition to granting them loans at 
specially favourable terms under the Madras State-Aid to Industries 
Act. 

Certainly, much additional employment can be created for the 
rural masses if industrial concerns are established in villages. The 
establishment of rice-mills in the deltaic villages and ginning and 
pressing mills and ground-nut shelling mills in the dry villages has 
undoubtedly benefitted the rural masses. In Bulgaria co-operative 
societies are minimising the rural unemployment by running their 
various mills in villages. It was reported that rural unemployment 
was considerably decreased in that part of Norfolk where the Sugar 
Manufacturing factory was established. My own enquiries into the 
Economic organisation of cotton-mill industry have revealed the fact 
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that the agricultural workers and small ryots of villages around 
Pandalapaka, in Godavari District have been able to augment their 
family incomes by getting their hitherto dependent males and 
females employed in the IcHral cotton mills. So also the rural masses 
of the villages around Coimbatore, Madura and Koilpatti, where 
many cotton-mills are situated, have benefitted themselves to a great 
extent. Therefore, it must be the duty of the Goveinment to 
extend all possible encouragement to indu.strialists to start their 
mills in villages. There are several ways of inducing them to 
establish their mills in villages but those can best be found out if 
the divSabilities to which such mills are subject, are first discovered.* 
(i) Industrialists find it very difficult to get their shares subscribed 
to, if their mills arc situated in villages. To remove this disability, 
Government will do well to guarantee a certain low rate of interest 
upon the capital invested after satisfying itself as to the practicabi¬ 
lity and profitability of the concerns. (2) What are called external 
economies which play such an important part in the life of localised 
industries will be lost to some extent by mills situated in villages. 
To obviate this disability the Government must hold exhibitions at 
regular intervals in a year in a particular chamber in order to 
advertise the commodities produced by the different mills or factories. 
The Department of Industries must supply the latest scientific and 
commercial information regarding different industries to all the 
factories at nominal fees. (3) Factories established in distant 
villages have to incur large expenditure upon transporting their 
goods either to the internal markets or to the ports from which they 
are exported. To remove this difficulty Government must come to 
an agreement with the railway authorities so that special rebates may 
be given on the exports or imports of the factories in villages. It is 
through these and such other methods that Government can per 
suadc successfully the industrialists to start their mills in villages. 
On the other hand, the industrialists will only be too glad to take 
advantage of such offers from the Government as they can exploit 
cheaper and more docile country-labour. There is less probability 
of labour-disturbances and the absenteeism of labour in villages than 
in towns moreover. The prices of house-sites and the construction 
of houbcs are lower there. 

For other particulars, see I’innevelly (iazetteer. 
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The latest communique of the Government of Madras published 
in the Hindu on 24th October, 1926, states among other things that 
“ It is essential that early attention should be paid to the improve¬ 
ment and development of home-industries'’. It has given a 
sufficient answer to the question whether ‘‘a more intensive study 
of each rural industry ” is necessary when it has decided upon a 
“survey of cottage industries in the Presidency existing and 
ixjtential”. It is true that “ the revjval and extension of rural 
industries on an economic footing is desideratum of any policy 
which contemplates the extension of arable farming”. 

To take Hand-Loom Weaving Industry for example, though 
Mahitma Gandhi is of opinion that it cannot be made to serve as a 
subsidiary industry on a national scale the Department of Industries 
of the Bombay Government has been trying more or less siu cessfully 
to introduce it into the economic life of a ryot. More than 20 
Panchama families of Kakumanu, in Guntur District, eke out their 
livelihood by plymg their looms whenever there is no work on 
the fields Similarly, many workers of most of the villages m the 
deltaic parts may be enabled to earn something in this way. But it 
is found through my enquiries into the Economic organisation of 
the Hand-Loorn Weaving Industry that intensive study is 
necessary in order to find out the remedLd measuies that should be 
adojited to deveh)i) the technical, commercial and financial aspects. 
It is essential that experiments are ma'le to see whether the tools 
and appliances of the like-mdustries can be inifiroved. The past 
experience of the Department of Industries of our Presidency shows, 
as far as the Hand Loom Weaving In luitry is concerned, that much 
can be done in this direction and the general adoption ot the fly- 
shuttle by weavers is an eloquent i)roof ot the potentialities oi such 
experiments. I found that a special Presidency Weavers Bank was 
necessary to finance the Mand-Loom Weaving Industry on a large 
scale. It is also found that the Government must publish 
regular periodicals upon the commercial aspect of the industry, 
organise exhibitions and appoint Trade Commissioners in different 
parts of India and in other coi nlries. 

Fancy things can be manufactured by potters if they are trained 
to prei>are suitable earth, to use chemicals suitable for their 
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work and to work out new designs. China is somehow very 
poor when it is produced in villages by local potters. Though 
an ever increasing quantity of China manufactured in Pondicherry 
finds ready market in the Andhra country, not even a single attempt 
has been made in the Andhra Districts to produce articles similar to 
those of Pondicherry. It is, therefore, necessary to carry on an 
intensive study of each rural industry in order to fiml out the 
possibilities for the proper development of devolutionised rural 
industries m which both full-time and occasional workers can find 
sources of decent living. 

I have had excciitional opportunities to find out the different 
commodities which are at present produced by cottage workers 
during different parts of the Madras Presidency and the various things 
for whiclf there is much demand in the ct)untry. So I propose to 
review the possibilities for the development of different rural indus¬ 
tries which in my opinion are capable of affording much additional 
employment if they are properly organised. 

I. The numbers of sheep and goats have been on the decrease 
throughout the last 20 years. The cyclone of July 1925 resulted in 
the death of many thousands of these animals. No attention is paid 
at present by the Go!las (hereditary people who rear these animals), 
to breed different kinds of animals which excel in yielding 
the best wool or mutton or most profitable manures or leather or 
milk. If proper scientific help is given them and if the economic 
demand for any or all of these bye products is thoroughly exploited, 
there is a great future tor this industry. Dairy farming of these 
animals can by itself yield extraordinary results as there are millions 
of people like those of Kakumanii (Guntur District) who are 
unable to pay enough to get the dairy products of cows and she- 
biiffaloes and are so anxious to buy those ot those animals. Demand 
for blankets manufactured at Ellorc, Warangal and Masulipatam 
is still very large and that for the Ellore and Warangal carpets is 
on the increase. More and more people will take to meat eating 
it mutton can be supplied at reasonable rates So the Department 
of Agriculture and the allied Departments must pay special attention 
to develop this industry 

Breeding pigs can also become very profitable if the bad. 
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associations of this industry are removed and if the pigs are reared on 
specially scientific and decent methods. Oil can be manufactured 
from the fat of pigs and there is a great demand for it. Pork, 
ham and bacon can be manufactured and exported. The demand for 
the manure of pigs is ever on the increase and the current prices 
for such manure (Rs. i6 for cart-load) must be enough to encour¬ 
age the development of this industry on a much vaster scale than at 
present, if only it can be raised from the general discredit to which 
it is subject. Government must encourage ryots, Panchamas and 
Erukalas to breed these animals on scientific lines. 

(2) Fishing industry must be given some encouragement. 
F'ishing may be made as fashionable a thing as hunting. There 
are already people who dry fish and sell them to rural public. 
They must be helped to carry on their work on a much larger 
scale than at present. 

(3) rhe various and useful things that can be produced from 
the different parts and the produce of date palm, palmyra, coconut 
and plantain trees must be manufactured on a much vaster scale 
than at present, 'Phe fancy baskets made of palmyra leaves and 
sold at Rameswaram and m Tinnevelly District are coming into 
general use. The demand for card, made of coconut fibre, is increasing 
and the thick bark of plantain tree also yields very good fibre which 
is a proof against sea-water Mattresses manufactured with the 
leaves of coconut and palm trees arc demanded in ever larger 
numbers. Banana fruit can be preserved and exported in the form 
of flour. Its bark may be used in manufacturing small baskets. 
Jaggery from toddy, [)reserved juice, palmyra fruit and mangoes 
and cider from Bengal-gram can be produced on a larger scale than 
at present. 

(4) Tamerind and some acids can be produced on a laiger scale 
than at present from the juice and seed of tamerind fruit respectively. 
Gum can be marketed in greater quantities if it can be gathered 
carefully from the trees that yield it and if such trees are grown in 
larger numbers than at present. There is a great demand for gum 
in America where people chew it and in England and the‘ Continent 
where it is used in the manufacture of sweets. 

(5) Canning industry is very little developed in India. Ry^ots 
8 
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are accustomed to the drying of vegetables and fish in order to 
preserve them but are ignorant of the present day methods of canning 
fruits, etc. If this industry can be properly developed with the active 
cooperation of the Government then the profits of ryots who grow 
gardens will increase to a great extent and greater employment will 
be created for the masses. Marmalade must be produced from 
oranges and jam from mangoes, cherries, oranges and the various 
kinds of fruit which are specially grown in the Andhra country. 
Many cottage workers can find additional employment if this branch 
of industry is properly developed. 

(6) Most of the Panchamas and other agricultural workers 
have no houses worth the name and they live in huts constructed on 
low-lying sites in the most unhealthy parts of a village. They are 
consequently subject to frequent attacks of epidemics The Labour 
Department of the Madras Government has been trying to get 
house-sites in healthy parts for some workers in a few Districts. 
But this wotk must be taken up on a larger scale and in a more 
systematic way by the Local Boards whose primary duly it is to see 
to such needs of the people. If a proper housing wScheme is worked 
out, as it ought to be, and if work is begun on a large scale many 
thousands of workers will find additional employment in each 
District for a number of years. 

(7) District Boards must be allowed by the Government of 
India and the railway authorities, to invest their money in construct¬ 
ing and running feeder railways so as to develop the productive re¬ 
sources of the country. If such a change of policy is brought 
about most of the Di.strict Boards must develop their schemes of 
railway construction. These Boards must also be empowered to 
develop buss-services and to construct additional water-ways in the 
country so as to develop the water transport. Then much additional 
employment will arise for large masses of rural workers. 

(8) Men and women who keep small shops in Benares and 
women chiefly Muhammadans in the Washermanpet of Madras 
manufacture cigarettes and beedis. There is a very good cigar 
manufacturing industry at Dindigul and Bangalore. The demand 
for beedis comes chiefly from the Ceded Districts and that for 
cigars from Europeans and others who have adopted the European 
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fashions. Cigarettes, cigars and beedis can be manufactured on a 
much larger scale than at present as the demand for them is on the 
increase. 

(9) Glass chimnies and lantern glasses are now manufactured 
in Calcutta and Iron and Tin Plate works exist in the Himalayan 
delta and so it is quite possible to develop a cottage industry for 
manufacturing lanterns, looking glasses and glass jars. 

(10) People who come from the hills sell things manufactured 
out of bones and ivory. Quills and combs, bangles, cigarette holders 
and pen-holders may be produced by women in villages, if a proper 
supply of raw materials is ensured. 

(11) My friend Mr. Adinarayana, B. Sc. (Agr.) who has a decent 
amount of research to his credit, has found out that alcohol can be 
produced on a profitable scale from prickly pear and this industry 
can, therefore, be developed with the encouragement and active co¬ 
operation, of Government. According to him, manures can be manu¬ 
factured from bones, phosphates from Trichinopoly rocks and 
nitrates from air. The possibilities for commercial success in manu¬ 
facturing such manures must be explored by the Departments of 
Agriculture and Industries. 

(12) Hosiery mills are increasing in their numbers and those 
in Salem and Calicut have been realising very satisfactory returns. 
The demand for banions is on the increase and is sure to rise in 
future as the economic condition of the masses gets better. So there 
is a great scope for further development of this industry. Beddings 
and pillows can be manufactured by cottage workers. Hand-Loom 
weaving, dyeing, printing calico and kalankari and bleaching can be 
helped to afford employment for many more workers than at present. 
There is an expanding market for handkerchiefs and towels in this 
Presidency and they can preferably be produced by cottage workers. 

Manufacturing carpets, blankets, and tapestries can be made 
more widespread among rural workers and can be carried on to a 
greater extent than at present and the increased demand at home 
and abroad must ensure continuous employment for largq masses of 
workers* Lace-goods, darned, knitted or tailored goods can be sold 
in large quantities in America, Africa and elsewhere. 

(13) Perfumes are at present produced by Muhammadans 
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of Kondavid and other people can also be taught to manufacture 
them as there is a vast market for such perfumes as rose-water, 
lemon-oil, and cosmetics such as sindhuram which can be manufactured 
by cottage workers. 

(14) The manufacture (>f cane-chairs, cabinets, camp-cots, cots, 
hand-sticks, trunks, and brass, copper and bronze utensils can be 
further developed as cottage industries Candles, soaps and wooden, 
bone, horn or cotton buttons and dolls made of earth, cow-dung, stone, 
ivory, rubber or leather can all be manufactured by rural workers. 
Leather goods can be produced on a larger scale than is possible at 
present if the market for them is properly organised. 

Through a proper survey of home-industries many more possi¬ 
bilities can be discovered for these and other industries than are 
suggested here and by preparing proper and constructive schemes 
of development, additional employment can be found on a vast scale 
for the rural masses 

In order to develop all these industries which are discussed in 
this connection, the State must be prepared to organise the markets 
for different kinds of commodities and it must also publish in 
popular form journals to inform the people about the marketing 
conditions. Co-operative societies must be formed with the help of 
the State and the Village Agricultural Panchayats to organise these 
different kinds of work. Exhibitions of home-industries must be 
held more than once a year in every Taluk and District and an 
annual Andhra Home Industries Fair must be organised on the 
lines of the British Industries Fair Public men like M L. Cs 
and Ministers and public officers like Collectors and Governors must 
open such exhibitions. 

Some villages like Appikatla, Govada, Thurumella and Amrnta- 
liiru (Guntur District) have constructed metalled or earthen roads 
through the voluntary co't)peration f>f the villagers because there 
happens to be a library. Wherever Library or Non Brahmin or Non- 
co-operation movement has spread, there has arisen a new spirit of 
social responsibility and social service. One of the practical results 
of such a spirit is the construction of good roads in the village. But 
such roads are not kept in good order by repairs undertaken when 
necessary as there is no permanent institution which is empowered 
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either by villagers or by legislation to carry out such functions. 

If the sanitary conditions of any village are to be bettered, there 
must be incurred a regular and recurring expenditure everj' year. 
To discharge this function there must be some such statutory body 
as the Village Agricultural Panchayat empowered to carry out such 
functions. The Panchayat and the Women’s Institute must work hand 
in hand to improve the sanitary conditions of villages. Library, Secut 
and Educational Movements must be utilised in this connexion. A 
Baby week, Mothers’ week, Gardening week, Home Industries week, 
House Decoration week must be held every year and prizes given 
to the most successful people. Responsible and public people must 
be invited tp preside over such functions. Prizes must be given 
periodically to a few healthy children whose diess is the cleanest 
and most simple. Lectures must be organised to instruct the 
masses about the principles underlying the preventive methods 
taken to counteract the out-break and spreading of contageous 
epidemics such as cholera and small-pox. 

I should lay special stress in this connexion upon the necessity 
for organising a ‘ Social Service Training Conise ’ under the auspices 
of Universities. The London University has a Diploma course in 
Social Science and the O.xford University has a Certificate of Train¬ 
ing in Social Work . In America most of the Universities have 
organised similar courses of training. Our ..Universities must also 
organise such a system of training and teaching so that a good 
number of students who have already entered upon their Honours* 
Course may be prepared as Social Workers if they like to do social 
service. Such students must be taught the elementary principles 
of Social Science, Agricultural Pxonomics, Co-o]ierative movement, 
Labour organisation and Local Government in addition to practical 
training in the running of a few organisations such as Panchayats, 
Social and -[Religious Settlements, Local Boards, Co-operative 
Societies, Hospitals, etc. It is only such specially trained Social Wor¬ 
kers who must be appointed as permanent officers of the Village 
Agricultural Panchayats, Women’s Institutes, etc. If thus the public 
and voluntary workers are helped by properly trained Social Workers 
much constructive social service can be done among the rural 


masses. 
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Social work must become a fashionable thing among the rural 
masses and in order to create such an atmosphere, Universities must 
undertake to organise the proposed courses of study for Social 
Workers. The various semi-public bodies which are proposed must 
be prepared to pay enough to their Social Workers so as to enable 
them to maintain themselves in decent circumstances. There must 
be thus established a regular channel through which a sufficient 
number of well trained and jealous sixrial workers will annually 
come to swell the ranks of workers whose ambition it is to improve 
the social, economic and cultural conditions of the rural masses. 



MARKETING OF AGRICULTURAL PRODUCTS 

BY 

J. Guleri, 

Punjab Agricultural Service, Lyallpur. 

The importance of marketing in Agriculture is well illustrated 
by the saying that a go(Kl farmer has one eye on the plough and 
the other on the market. As a matter of fact in these days of com¬ 
mercialised agriculture, it would not be wrong to say that a good 
farmer has only his hands on the plough but both his eyes on the 
market. He has to Irtok to the market for what he should grow, 
but having grown it, it is not quite so easy for him to market it 
successfully. Marketing may be described as finding buyers, i. e., 
bringing together producers and consumers, or adjusting supply 
and demand. But on analysis, it will be found to consist of all 
those services which place within the reach of the buyer or the 
consumer, produce of the quality, and in the quantity, m the form 
and at the time demanded by him. These services may be classified 
as follows:— 

1. Collecting the prcxluce from the growers. 

2. Sorting or grading the produce according to quality. 

3. Packing and transporting it. 

4. Converting the pnxluce into a more finished condition 
required by the consumer as when wheat is turned into flour, cotton 
into bales of pressed lint. 

5. Storing the produce at various stages. 

6. Distributing the produce to the rehiil dealers and from 
them to the consumers. 

7. Financing the transactions at all stages and the taking 
of risks. These are real and essential services, which the actual 
producer, with his limited resources and still more limited Jcnowledge 
is but too ill-equipped to render efficiently. Marketing is thus a 
productive function which requires these services to be highly 
organised and specialised, if they are to be performed efficiently. 
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These marketing functions presuppose the existence of a highly 
organivSed market, which means, 

{a) that buyers and sellers can meet freely and transact 
business at all times, 

{d) that they know all about the conditions of supply and 
demand, 

(c) that they have rules and regulations for transacting 
business or lor settling doubts and disputes and, 

(d) that all transactions are carried on in a sense of business 
morality or justice, equity and g(X)d conscience. 

These are the facilities which an organised market offers to trade 
and marketing really becomes efficient under these conditions, 
whether it is in the hands of producers or consumers, self-seeking 
middlemen or a Government institution. 

Marketing at present is practically in the hands of middle¬ 
men. There is a great outcry against the middleman in these days 
and he is condemned as an nnmixed evil, an economic parasite or 
a superfluous factor which should be eliminated. 'ITiis overlooks the 
fact that marketing services are real and require to be perlormed 
by someone. The middleman may be unfair and exacting, but it is 
because circumstances have been in his favour and the market ^as 
not been highly organised. 

The producer is poor, ignorant and isolated and unless be has 
knowledge and resources he cannot perform the.se services himself. 
Organisation among producers supplies both and hence the value 
of co-operativc effcjrts to market the produce But let it be under¬ 
stood that co-operation is no miraede; it is a simple business pro¬ 
position. The prcKlucers in effect say, we do not want paid 
.servants, we shall help ourselves What is thus saved in com¬ 
missions, comes back to the pnxlucer in the shape of better prices 
but the extra gain is payment for the extra trouble taken to market 
the produce. The gain is substantial if the services arc rendered 
efficiently but for this it is necessary that the work is specialised. 

Agricultural products have each a different system of 
marketing. This depends upon the nature of the produce, its 
demand, transport, hanking and credit facilities available, etc. 
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Marketing systems are not efficient, because they have defects, 
such as the following : 

r. Produces are ignorant of market demand or methods of 
marketing and therefore, middlemen have no fear of competition and 
exact high commissions, for their services. 

2. Produce varies so much in quality that it cannot be 
standardised, i. made uniform. 

3. No special care is taken to prepare the pnxluce for the 
market by careful grading and packing. 

4. Methods of transportation are not efficient. 

5. Produce is not handled properly in the market. 

6. Arrangements for storing the produce are not satisfactory. 

7. Rural credit and banking are not developed sufficiently. 
Prtxlucers cannot wait long but are forced by circumstances to 
get rid of their stocks at unfavourable times 

8. Uncertainties of supply and demand owing to lack of 
information lead to speculation and this at times disorganises the 
market. 

The first and most important step in the improvement of 
marketing is the improvement of production. It is never difficult 
to sell goods of the best quality. If prcKlucts of uniform and high 
quality are produced, some of ihe middlemen’s services will no 
longer be required. Besides, a great deal can be done by co-operative 
organisation among producers and consumers, and wider dissemination 
of trade information among the producers. 


9 
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RELATING TO INDIA 

Rural Economy for India By DR. RADHAKAMAL MUKERJEE, 

M. A., PH. D , P. R. S, Professor and Head of the Department 

of Economics and Sociology, Lucknow Unversity ; Published by 

Messrs. Longmans, Green and Co. Ltd., London; 1926; pp, 262. 
Price Rs. 3-12- 

India is mainly a country of villages. Nearly 90 per cent, of the 
people live in rural areas. The importance of the study of the economic 
condition of people living in villages cannot be over-estimated By writing 
this book Dr. Mukerjee has made a very valuable contribution to the 
scanty literature on the much neglected subject of Rural Economics. 

The book contain*! 14 chapters which mainly deal with the geography 
of agriculture, economy of small holdings, and organisation of agriculture, 
robbery of the soil, crimes against trees and water, use and abu-e of water, 
famine, revival of cottage industries, and rural reconstru^^tion. It gives 
evidence of the wide knowledge and deep study of the learned author. 

The merit of the book lies in bringing into prominence certain much 
neglected problems such as those of uneconomic holding.s, reclamation 
of ravines, rc-affore.tcition, waste of water, water-logging, and the use of 
energy obtained from Hydro electric works lor developing village indus¬ 
tries. The book gives much original information about the economic 
condition of people living in rural areas of different provinces. Most of 
this information has been codected by the author after extensive personal 
investigations 

The following sUtemeni of Dr. Mukerjee seems to be based on false 
generalisation “ In large areas in the Central Provinces the cultivator is 
die for nearly nine months of the year,” (page 73). We do not know to 
which part of the Central Provinces the learned author refers, but from 
our personal observations of many parts of the province we can say that 
this statement is not true for any large area in C. P. 

We have often read that the production of wheat per acre in India is 
much less than that in England, So we were much amused to read on 
page 80 that the yields per acre of wheat in India and England are 
1,919 lbs. and 814 lbs. respectively. Dr. Mukerjee has not given the 
source oi his information. We do not con.«ider this statement to be correct 
because we find from the latest issue of the ‘Area and yield of Principal 
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Crops in India* that the average yields per acre of wheat in India and 
England are 613 lbs. and li980 lbs. respectively. 

The book deserves very careful study and we strongly recommend it to 
all students of Rural Economics. 

DAYA SHANKAR DUBEY. 

yideshi Vinmaya (Foreign Exchange) in Hindi. By Mr. DaYA 

Shankar DUBEY, M. A , LL B , Lecturer in Economics, Uni 

versity of Allahabad. Published by Ganga Pustarmala Karyalai. 29-30, 

Aminabad Park, Lucknow. P. 160. Price Re. 1. 

Mr. Daya Shankar Dubey is a well known standard writer in Hindi 
on Economic subjects. The present book bears a mark of his accurate 
scholarship and command over Hindi expression on every page. In it 
he has demon^rated that even such a highly technical subject 
as Foreign Exchange can easily be dealt with through the medium of 
t^indi. 

The book is based on lectures on Foreign Exchange delivered by the 
writer to M. A. classes. It contains in a clear and comprehensive manner 
all the salient features of the theory of Foreign Exchange. It is divided 
into the following ten chapt**rs (I) Causes of international indebtedness. 
(2) Various kinds of bills of exchange. (3) How is the international 
indebtedness liquidated (4) Mint-par and specie points. (5) Limits of 
fluctuations of rate of Exchange in different circumstances. (6) Rates of 
Exchange and Arbitrage operations. (7) Exchange position of four 
leading countries of the world during the last twelve years. (8) Indian 
Exchange during the last nine years. (9) Effects of fluctuations of the 
rale of Exchange. (10) Gold currency with gold in active circulation in 
India. 

These chapters are supplemented by the following five Appendices 
(I) Quantity theory of money. (2) Preparation of Index number. (3) 
Paper currency and Paper currency reserve. (4) Bibliography. (5) Hindi 
equivalents of English Technical terms. 

The book is a valueable contribution to the Hindi literature on 
Economics. Our Hindi journalists, public men and general readers who 
do not know English and have to write and speak on such a technical 
subject as Foreign Exchange would do well to have a perusal of the book. 

The book is likely to be very useful for the B. A. students of the 
University also. It contains more ’“matter than what is required by their 
standard. 

A bibliography and a list of technical terms from Hindi to English 
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and English to Hindi are very helpful and valueable additions to the book. 

The printing and get up of the book are commendable* 

TARA CHANDRA. 

Vyapar^’Darpan (in Hindi). By PANDIT CHHABINATHJI PANDEV. 

B.A., LL. B.* Published by All-India Marwari Agrawal Mahasabba, 
160, Harrison Road, Calcutta, pp. 470. Price Rs. 2. 

We congratulate the All-India Marwari Agrawala Mahasabha for 
establishing an Economic Development Board to publish a series of books 
on commercial subjects in Hindi. Vyapar-Darpan is the second book of 
this series. 

In the first Chapter an attempt has been made to describe briefly the 
economic condition of India. The second chapter gives a list of ports and 
commercial centres of India. The third Chapter, which contains nearly 
half of the book, deals with the foreign trade of India particularly the 
exports. The fourth Chapter gives a brief description of all trade centres 
in India. Then| follow exchange tables in the next chapter. The sixth 
Chapter gives tonnage Schedules for Indian ports* In the last chapter 
some important rules for despatching goods by rail have been summarised. 

The major portion of this book is based on the fifth, the seventh and the 
eighth parts of Handbook of Commercial Information byC. W.E. Cotton. 
This fact ought to have been acknowledged either in the Preface or in the 
body of the book. 

In such a vast country as India, the Internal Trade is not in any way 
less important than the foreign trade. In a book which by its very title is 
meant to be a *mirror of trade* the subject of internal trade should not have 
been so much neglected. 

The book is a timely addition to the scanty literature on commercial 
subjects in Hindi. It will undoubtedly be of great help to traders, business* 
men and students of commerce. 


DAYA SHANKAR DUBEY. 
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Principles of Merchandising* By MELVIN THOMAS COPELAND, PH. D. 

I^ublishers* A. W. Shaw Company, Chicago. 

In this book the author, a long recognised authority on marketing, evolves 
with the help of actual tacts, figures, and data from the experiences of 
numerous business firms, a comprehensive and consistent body of Merchand¬ 
ising Theory. The author believes that in practice this is likely to result in 
the reduction of the cost of marketing. He defines merchandising as '"active 
solicitation of patronage—by stimulating consumers to purchase a specific 
product.Instead of wailing passively for patronage a manufacturer 
adopts aggressive sales methods. He gives many examples taken from 
various trades to show that the application of certain principles of mer¬ 
chandising has been profitable. At one place, the author gives an example 
of a retail jeweller who by utilising these principles of merchandising 
showed a profit of 2 per cent, when a majority in that trade showed net 
losses. 

The principles of merchandising that the author establishes in this 
book are:— 

1. Sales plans should be adopted to the buying habits and motives 
of consumers. 

2. It is essential that the analysis of buying motives be based on actual 
conditions, not upon a priori reasoning. 

3. The strongest appeals ordinarily are those which arouse or recog¬ 
nize primary buying motives, not merely selective buying motives. An 
appeal to positive buying motives is more effective than negative attack. 

4. Efforts to arouse emotional and national buying motives should 
not be made concomitantly, as, for example, in a single sentence or in a 
single paragraph in one advertisement. 

5. A salesman can be aided in the performance of his duties by re¬ 
ceiving information as to the policies of the firm and by instruction as to 
the buying motives. 

6. The most effective advertisements are those that have unity in the 
captioti, illustration, and text. 

The author says that the effect of successful merchandising is to increase 
the demand for any product, without necessarily reducing its price. He 
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says that the reduction of price of those commodities of which the demand 
is elastic increases the amount of sales of the commodities. However, the de¬ 
sired increase in sales, in his opinion, can be brought about more economic¬ 
ally by incurring expense to intensify old wants or to arouse new ones, than 
by reduction in prices. 

The author classifies commodities into various classes and discusses mer¬ 
chandising plans and internal operating policies with regard to ea'^ch of 
them. 

Chapters VI and VII are important, for here the author discusses “buy¬ 
ing motives.** In fact the whole problem of merchandising hinges round 
the buying motives. In subsequent chapters the questions of salesmen, 
stock-turn, and advertisement are also discussed clearly. The author sup¬ 
ports his conclusions by facts and figures. 

The Book is a real contribution to the world of business and makes 
very interesting reading. We wish some of the businessmen in India would 
apply some of these principles and sec how they work under Indian 
conditions. 

R. DUBEY. 

Mercantilism and the East Indian Trade. By P. J. THOMAS, M. A., 
B. Lill, P, S. King and Son Ltd: London. 1926. Pp. 176. Price Ss. 6d. 

This volume olfers a marked contrast to so many of the books that have 
been written on topics, particularly economic topics, that touch England 
and India jointly. In these the authors—Indian or English—cannot divest 
themselves of their nationality and hence their works have a parlizan tinge. 
In the present volume, however, the author approaches the subject he 
deals with in an impartial spirit. He does not proceed a step without 
quoting his authorities, in fact, he lets his authorities speak for him. He 
also keeps all the sides of any question he discusses before him, which helps 
him in arriving at the real truth. The result is a scientific treasure, the 
value of which is much enhanced by its lucidity, the excellent arrangement 
of the matter contained in each chapter and the simple style in which it 
is written. 

The aim of the volume is “to trace the beginnings of protectionism in 
England** (Preface). This aim the author has clearly achieved. Protec¬ 
tionism represented the last phase of Mercantilism and came to the fore 
prominently in the last quarter of the 17ih century. Throughout this 
century, the East Indian Trade, by virtue of the important position it occu¬ 
pied in the English trade was the centre of the Mercantilist controversy, 
it was vehemently attached from three points. First, the English imports 
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from India were far in excess of the exports and, therefore, it led to an un¬ 
favourable balance of trade, a phenomenon which was then most dreaded. 
Secondly, the imports were increasingly manufactured goods, and, hence, 
it displaced or discouraged home industries. Thirdly, it was the monopoly 
of the East Indian Company, and thus others were excluded from reaping 
the high profits it brought, la the volume under review, although the 
author notes all these points, yet his main concern is the second, viz., the 
protectionist phase of the controversy. 

The parties to the protectionist conlrover.^'y were the woolen and silk 
manufacturers on the one side and the East India Company and calico 
printers on the other Ai three periods the struggle between them reached 
a belter stage. This was the case first in 1676-1680, then in 1696-1700, 
and lastly in 1719-1720. On these occadons the disorganization of the 
woolen and si lie indjstry and the dislocation of English trade in these goods 
was considerable; and the sufferings, owing to unemployment o( the weavers 
were terrible. They held the East India Trade responsible for all their 
ills, and cried for pro’.cchon The East India Company and the calico 
printers whose profits and occupations depended on this trade wfre natur¬ 
ally opposed to all restrictions and prohibitions. The battle was fought 
by means of “phamplets and broadsides’* which greatly helped in clearing 
up old notions about money, balance of trade, etc. At several limes, there 
were great riots on the part of the weavers and molestation by them of those 
who were found wearing calicoes On one occasion, they went to the 
ungallant length of stripping three ladies “as clean of the calicoes as a 
butcher does a partridge of its feathers * ^P. 143). However, the point 
that should be noted here is that “the controversy was not between England 
and the East India, but between two powerful interests in England.** 
(Preface) 

At the three periods noted above legislative steps were taken to holster 
up the woolen and silk industries of England But the Indian textiles had 
become such favourites with the English people, ladies especially and 
through them of Europe, that although the legislation passed at the three 
dates restored the prosperity of the woolen and silk manufacturers, yet it was 
short-lived as the rebound towards the use of calicoes was great to the great 
chagrin of the weavers. And gradually after I 720 “in spite of the vigours 
of mercantilism and the nations steadfast devotion to wool, cotton became 
the staple industry of England and ousted wool from its premier place. 
By the middle of the I9lh century, cotton became what wool once was— 
the palladium of national prosperity** (P. 165). Yet the evil effects of 
the legislation particularly that of 1 720, on Indian textiles w^ere, no doubt, 
great. 



Si6 


ENGLISH AND FOREIGN 


We might glance at the legislation that was passed at the three dates. 
In 1677 the Parliament adopted a resolution which commanded all 
persons whatsoever to wear no garment, stockings or other sort of apparel 
but what is made of sheep’s wool only from the feast of All Saints to the 
feast of Annunciation of our Lady inclusive ” (P. 62). This was followed by 
a statute that made it incumbent on people to be buried in woolen instead 
of linen. The act of 1700 laid down that from September 29, 1701 
*'ali manufactured silks, Bengalis and stufhs mixed with silks or herba, of 
the manufacture of Persia, China, or East Indies, and all calicoes, painted, 
dyed, printed or stained there which are or shall be imported into this 
Kingdom of England, dominion of Wales, and town of Berweek-on-Tweed, 
shall not be worn or otherwise used within this Kingdom (P. 11 5). And 
lastly as plain calicoes were still permitted entry, the Act of 1 720 forbade 
“the use or wear in Great Britain after December 25, 1722, of “printed, 
painted, stained and dyed calicoes *’ in any garment or apparel whatever, 
and the use of the same on any bed, chair, cushion, under-cushion or other 
household stuff whatever “ (P. 160). It is clear that each act went one 
better than its predecessor. The last denoted the triumph of protectionism 
which remained the policy of England for over a century. But with re¬ 
gard to it, there is a notion prevalent that it was passed in the interests of 
Manchester, i.e., ihe English cotton industry. The author points out 
(P, 140R) that notion is erroneous because England had no cotton in¬ 
dustry then. 

It has been a treat to go through the pages of the volume. Wc congra¬ 
tulate the author on its publication. 

G. D. KARWAL. 

The Economic Development of the British Overseas Empire. By DR. 
L. C. A. Knowles, Author of The Industrial and Commercial Re¬ 
volutions in Great Britain during the 19th Century, Price 10s. 6d. net. 
Published by Routledge, pp. 555. 1924. 

This book deals with the economic development of the British Oversea 
Empire during the 19ih Century—a field not only untrodden by othc 
writers but also difficult as the different people of the Empire are living in 
different stages of agricultural and industrial development, varied culture 
and types of civilisation. It is divided into two parts. The author has 
discussed the nineteenth century history of the Empire as a whole in the 
first part. In the second part the economic problems of the Tropics and 
sub-tropics are dealt with. A lengthy and serious economic history of 
India forms an important part of this section. The economic history of the 
other parts of the Empire is not dealt with in this book. 
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This is a book of outstanding merit dealing in a very concise form with 
the economic evolution and achievements of the United Kingdom in the 
Tropical and sub'tropical areas of the Empire* “ The Tropics rightly 
says the author ” form a new Empire and whoever controls the tropics will 
control the most important economic resources of the world in the coming 
century An accurate and perfectly unvarnished table of the economic 
progress of the original outposts and their development into continents is' 
unfolded. There is a mine of information—facts and figures included—as 
regards the abolition of slavery, the development of scientific agriculture^ 
the growth of the means of communications, the continual inland expansion, 
the investment of capital, the growth of colonial nationalism, and the expan¬ 
sion of the sub-tropical food products and raw materials under the policy of 
constructive Imperialism. A thoughtful attempt is made to divide the 
economic history into successive epochs and the characteristic features of 
these periods are lucidly commented upon. The policies of economic 
alliance, trusteeship, and development, which are the main features of 
differences between the old and the new Empires, are related in an en¬ 
tertaining fashion and throughout the book the style is so attractive and 
readable that students looking for a text-book will easily appreciate the 
author's standpoint. 

The economic history of the nineteenth century India to which a major 
portion of the book is dedicated is of special interest to us and the main con¬ 
clusion is that India is situated in a position in which England was in the 
16th century". The salient features which have been vividly described 
are the introduction of money economy displacing kind economy, the sweep¬ 
ing away of the self-sufficing economy stage and the change to the world 
economy stage, the evolution of economic order out of chaos and the 
economic development of India as a result of increased transportation facili¬ 
ties, education, scientific research and other measures introduced by the 
Government, There are certain apologetic passages (p. 277, lines 9-12; 
p, 310, second para, p. 435, first few lines, p. 451, first few lines, p. 466 
last para) stating the Englishman's defence of the policy of economic 
Imperialism. There are a series of arguments explaining why the economic 
progress of the country is of a very limited nature. A number of causes 
are given for the decay of the cotton industry of the country though perfect 
silence is maintained on the matter of the ship-building industry. The last 
para on page 465 sums up in a categorical manner the economic achieve¬ 
ments of the country under the British Rule. 

Viewed generally the book traces the economic effects of the mercantile 
Imperialism of the British race and its effects on the tropic and sub-tropical 
regions. The moral and material progress resulting from it are clearly 
10 
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pointed out, but the effects of the policy on England itself are not mentioned. 
Economic Imperialism no doubt affects both the rulers and the ruled and 
the baneful effects on the rulers or the ruled are nowhere commented upon 
by the author, Bryce Mill and some of the Labour leaders have pointed 
out these results but they could have been re-stated in stronger relief. Had 
these effects been mentioned a great service to students of economics would 
have been rendered by the author. ‘ 

B. RAMACHANDRA RAU. 
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